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¢ In the Record » 


New Timetable for the Outlook? 


Recovery from the “lull” that hit the consumer industries 
early in 1951 has been slow in coming—and there is no 
clear sign that it is here yet, even though prices, production 
and inventories have been adjusting to reduced demands 
for fifteen months. Meantime, much of the stimulus of 
defense—and perhaps all the stimulus of basic plant expan- 
sion—are now behind us. 

Is it getting late for any very dramatic recovery of 
civilian business? The question is important: it may 
underlie the speedup in the pace of decontrol. This question 
is explored in this month’s Business Highlights, starting 
on the next page. 

e 


Businessmen View Business Prospects 


The brightness has dimmed somewhat, and the current 
business outlook for 228 cooperating companies is not at all 
so hopeful as it was around New Year’s. The cloudiness is 
by no means evenly distributed, nor is it caused by alto- 
gether uniform factors. Some companies attribute the 
change to a falling off of the defense boom and a return 
to “normal” conditions. Others point to increased compe- 
tition, or to labor problems. The sales outlook is less favor- 
able now than on January 1 for a third of the companies. 
Only half as many have revised their sales estimates upward. 
But despite this lowered optimism, actual sales in 1952 will 
still remain at a high level. 


This month, The Business Record offers its valuable semi- 
annual survey of the business outlook, devoting two pages 
to a summary of all the twenty-eight manufacturing in- 
dustries surveyed, and eighteen pages to succinct reportage 
on the individual industries. It covers cooperators’ views 
of sales, backlogs, inventories, capital-expenditure and ex- 
pansion plans, and profits before and after taxes. It starts 
on page 225. 
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Looking for Investment Opportunities? 


In the money market, things are rather tight. Yet what 
might almost be described as a flood of new municipal 
offerings during recent weeks has been taken rather freely by 
investors. Much the same is true of the heavy and sustained 
list of corporate offerings. 

Moreover, the buyers have not for the most part been 
banks. Nor have these investors been asking the banks to 
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carry them. It all adds up, apparently, to no dollar shortage 
here at home. 


This is a situation which seems almost made to order for 
the Treasury if it desires to get some of its short-term and 
medium-term debt funded into longer maturities and placed 
in the hands of nonbank investors. To date, however, the 
Treasury does not seem to be interested. For an analysis 
of this rather unusual state of affairs turn to page 208. 


People Are Saving 


Consumers saved an extraordinarily large portion of their 
combined incomes last year, and by all current accounts are 
continuing the practice this year. Why this sudden thrift 
spurt? Why this trend toward savings banks, life insurance 
companies and stock exchanges? Is it only a temporary 
phenomenon that will soon give way to the more common 
postwar pattern of constantly increasing buying? It is now 
fifteen months since it all started, and the end is not yet. 
For a delving into the factors involved, turn to page 200. 


Air Power Comes High 


An aeronautical Rip Van Winkle awaking from a twenty- 
year slumber would certainly be dazzled by the jets streak- 
ing overhead. One of the really big surprises for this Rip— 
who lived in the days when a dollar was a dollar—would 
be when he learned how much it costs to keep those jets 
flying. In his day, a handful of mechanics could put to- 
gether an airplane from a rough drawing for a few thousand 
dollars. It flew, and by old standards, flew well. Now 
hundreds of engineers work millions of hours to turn out 
the thousands of complex drawings for one jet. It takes 
skilled aircraft workers to machine the tens of thousands 
of parts to infinitesimal tolerances. Engine manufacturers 
put together jets from millions of pounds of metals which 
were rare laboratory specimens only a few decades ago. 


And even when this new jet flyer is finished, it soars in 
a new “air world” ten to fifteen miles up, moving so fast 
that the sound of its motor has difficulty in keeping up with 
the plane itself. 

And the citizen of today? He too has difficulty in keeping 
up—among other things with the cost, both initial and 
upkeep. For some light on the subject turn to page 212. 
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DISMANTLING THE CONTROLS 


Adequacy of supply is only one of many factors that may account for the recent 
easing of the rules on credit, production, prices 


trade that featured the first two months of 
the year, business trends have returned to the 
down-steady-down pattern of the last half of 1951. 


AETER THE FLURRY of rising activity and 


® Total industrial production, after reaching a peak 
of 222 in February, declined to 220 in March, and in 
April fell further to about 217. (About half of the April 
decline came from losses of steel production caused by 
the wage-price dispute.) And at mid-May there was 
no sign of any large recovery from this level—the 
return of steel to full operation was being offset by 
cutbacks on consumer durables and in some basic ma- 
terials (paper, paperboard, coal, among others). 


¢ After the substantial gains of January and Febru- 
ary, retail trade (seasonally adjusted) fell sharply in 
March, and in April showed little if any improvement, 
judging from the trend of department store sales and 
the cutting of prices and production among durable 
goods manufacturers. 

© Employment, as late as April, was rising at slightly 
less than a normal seasonal rate. 


* Personal income, at least through April, was show- 
ing little change. 

® Inventories continued to slide down in book value 
at retail and in nondurables manufacturing, while they 
rose slowly in durables manufacturing—the same col- 
lection of inventory trends that has been in evidence 


since the fall of last year. The rates of change, how- 
ever, are now very small. 


Prices have recently exhibited a bit more strength 
than the majority of other indicators. During March, 
an upturn in farm prices arrested the drop in the 
general price level. But the decline was apparently 
resumed in April. In early May raw commodity 
prices, particularly those which had suffered the most 
severe deflation in 1951 and early 1952, were rising 
somewhat,' but the advance was being retarded by 
pressure arising from improved crop reports and con- 
tinuing weak spot demand. On balance, prices for 


1Two exceptions: Lead and rubber prices softened sucdenly in 
late April and early May. The decline in lead was not arrested until 
the price fell to 15 cents, more than 20% below its ceiling. 
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manufactured goods have been working their way 
slowly downward throughout the year, and the trend 
has reached far into the durables sector. 

In April and May, manufactured civilian goods were 
subjected to several rounds of price cutting at the 
manufacturing level. Cutbacks in production of 
many appliances scheduled for the second quarter 
are now significantly sharper than would be required 
by materials allotments, which have begun to pull 
far ahead of demand. In the first quarter, when allot- 
ments to consumer durables producers were generally 
lower and production generally higher than currently, 
inventories of durables manufacturers were rising 
slowly but steadily. 

For the second quarter, supplemental materials 
allotments under CMP have already been made, and 
cutbacks in the production of durables already sug- 
gest that the generally higher overallotments made 
by DPA for the second and third quarters will not 
cause trouble. Even for copper, the tone of demand 
has been markedly easier. 


OUTLOOK FOR DECONTROL 


Across the board, the controls structure erected to 
withstand the shock of inflation is in process of be- 
ing dismantled. Price controls have been removed 
from a number of important commodities selling be- 
low ceilings. The outlook for virtual decontrol of 
aluminum supply by year end is now very good 
(barring a power failure in the Northwest next win- 
ter). Most steel products may also be decontrolled 
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by year end or shortly thereafter (barring a pro- 
longed interruption of steel production). And while 
among manufactured goods price controls have been 
suspended only for textiles thus far, markets through- 
out the economy have come to be so dominated by 
buyers that price controls are no longer an effective 
general restraint against inflation. 

Whatever else might be said about the Administra- 
tion’s role in the steel dispute, it can hardly be said 
to be using wage controls to restrain inflation. And 
almost all the indirect controls have been scuttled. 
Early in May the voluntary credit restraint program 
was suspended. Only a few days later, Regulation 
W was suspended. While the future of Regulation X, 
governing credit for housing, is still in doubt, the 
same argument which produced the suspension of 
Regulation W applies here as well: the supply of 
building materials is entirely adequate. 

Observers of the money market likewise noted a 
shift in monetary policy away from a battle against 
inflation, and toward a general support operation for 
the civilian economy. The recent improvement of the 
yield on savings bonds was considered inadequate to 
do anything more than put an end to the excess of re- 
demptions over new sales, which suggested no very 
great anxiety on the part of the Treasury to place new 
debt with individual investors, where it would have a 
minimum of current inflationary consequences. Then 
the new Treasury issue of a 234% nonmarketable 
long-term bond (with an exchange option running 
only to the four longest maturities in the market) was 


Total Business Inventories— 


their book value* has recently declined a little, but in physical 
terms * there has been no liquidation 


Ree ee eee 2 ef! Ns 
Be ra SR a 
BILLIONS OF DOLLARS; SEASONALLY ADJUSTEO 
ween n <n = ee ~ — S ~ Em wm = wo wm on nw wm ee ee = 4 
4 wn nnn nnn nnn ne nnn nn nn nn nnn nnn nnn enn nnn nnn nnn nnn en eenee 
y----- QUARTERLY CHANGE -----------—------cee--n---oe-no-n2n== i MEE =n nanan ane 3 
IN BOOK VALUE* 
Dreeaecasan ce nanan nnn nnn n nnn nee nee BR ------------------ 2 


QUARTERLY CHANGE 


1--- @ IN PHYSICAL VOLUMES ---- 


IST 2ND 3RD 4TH IST 2ND 3RD 4TH 
1948 1949 


*In current dollars; excludes farm inventories 


2ND 3RD 4TH IST 2ND 3RD 4TH IST 
1950 1951 Wey 


4In constant dollars (1947-1949); includes farm inventories 


Sources: Department of Commerce; Bureau of Labor Statistics; The Conference Board 


JUNE, 1952 


196 


Manufacturers’ Inventories— 
slower growth—and a change in composition 


% change, book value, June 1950-June 1951 
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widely construed as an effort to restrain yields on long- 
term issues, at the expense of allowing further gov- 
ernment obligations to accumulate in the hands of 
the banking system. 

And to cap this shift of money and credit policy, 
current tax gossip for 1953 is implying that if there 
is any forthcoming change in rates it will be down, 
not up. 

It would be easy enough to read into this sequence 
of developments a total reversal of monetary and fiscal 
policy from inflation control to “saving the boom” 
during an election year. Whether or not such a read- 
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ing is warranted—for each of the recent relaxations 
of anti-inflationary policy there have been at least 
arguable ad hoc grounds—in combination they reflect 
a dramatic change in Washington’s thinking on the 
nature of the short-term threat to current stability; 
the more dramatic because it has been so late in com- 
ing. Behind this change in thinking lie several gen- 
eral conditions of current business which have begun 
to shape a new economic timetable for the year ahead. 

Estimates of the gross national product for the first 
quarter of 1952 indicate that during the past three 
quarters, total output of goods and services increased 
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by about $11 billion (annual rate). But the increase 
i government purchases of goods and services was 
about $14 billion. In the private sector, total expen- 
ditures actually declined about $3 billion: moderate 
gains in personal consumption expenditures for non- 
durables and services and in the rate of expenditures 
for producer durables were more than offset by the 
sharp decline in the rate at which business added to 
its inventories. And the contrast in the trends of gov- 
ernment and private activity would be much greater 
than this comparison indicates if defense-related 
spending for capital goods were placed in the govern- 
ment sector, where much of it properly belongs. 


THE MISSING MULTIPLIER 


For the private sector these are uncomfortable sta- 
tistics. The advance of government spending was 
expected—with good theoretical reason—to induce 
an advance in spending in the nondefense sector. 
This is a rough parallel of the Keynesian “multiplier.” 
During the three quarters in question, the annual 
rate of government spending rose by $14 billion and 
the Federal Government operated at a cash deficit of 
about $3 billion (annual rate). Yet the private sector, 
far from responding to this stimulus, has been sub- 
jected to a persistent slow deflation. How much 
higher the spending and the deficit may have to go in 
order to arrest the deflation of private business and 
revive inflation can only be guessed, but it is be- 
coming increasingly clear that present projections will 
not bring the deficit materially beyond the current 
rate. The proposed projections of expenditures and re- 
ceipts by the Budget Bureau for the fiscal year 1953 
indicate a cash deficit of about $10 billion, but even 
apart from apparent Congressional reluctance to go 
along with the spending side of the budget, the Joint 
Committee on Internal Revenue has recently come 
up with a lower estimated deficit—about $8 billion 
on a cash basis—reflecting a sizable reduction in ex- 
penditures, partly offset by a reduction in the corpo- 
rate tax yield.? 

The prospective increase in the deficit, and its mul- 
tiplier implications for the private sector, thus no 
longer loom very large. A substantial reduction in 
tax rates could, of course, increase the deficit materi- 


1This is true even if “defense-related” is narrowly defined to in- 
clude not all those expansions which have been assisted financially 
by government but only those which would not have been undertaken 
if government demand for the output had not been assured. 

*Money spent by the government finds its way into the hands 
of businesses and individuals who spend it again. The case for the 
operation of the multiplier is most clear if the rate of government 
spending results in a cash deficit; to the extent that government re- 
coups its expenditures out of the income stream the effect is dampened. 
However, even a balanced budget at a high level of expenditures and 
receipts would ordinarily be expected to have a multiplier effect, 
since some part of the tax receipts being spent by government would 
presumably have been saved by the individuals and corporations 
from which it was taxed away. 

The reduction arises not from an assumed lower tax rate, but from 
a lower estimate of before-tax profits. 
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ally, but such a step would represent a frank admis- 
sion that the nature of the deficit had changed from 
an inflationary danger to anti-deflationary support, 
in which case any degree of control over the economy 
would appear to be illogical. 

The absence of the multiplier over the past nine 
months would not be so impressive if it could be ar- 
gued that it was actually present but was being off- 
set by abnormal and temporary conditions in the 
private sector. Even now, two such conditions appear 
to qualify: the unusually high saving rate in the per- 
sonal sector, and the reduction in demand for inven- 
tories. 

But these two conditions of business in the private 
sector over the past year have recently been losing 
their central position in thinking about the private re- 
cession; they are more and more being viewed—by 
private analysts and now, apparently, by government 
economists as well—as only the more striking symp- 
toms of a general ailment. It is the inexplicable na- 
ture of this general ailment that has made business 
more and more apprehensive over the past several 
months, despite a continuing high level of general 
business activity. 


HOW MUCH ADJUSTMENT? 


For if the ailment is general, the rate of adjust- 
ment in the private sector has been, while persistent, 
very slow. Charts on pages 194 and 202 make the 
point that the price adjustment, while certainly sharp 
in specific commodities and manufactured articles, 
has not radically altered the general price level. The 
retail price level, in fact, has yet to decline. Rising 
and inflexible costs, plus contracted net margins, 
still indicate, as they have for many months, that 
any rapid decline is unlikely in many industries;! and 
that in many other industries such declines might 
still be accompanied by falling production. . 

While inventories have been reduced significantly 
at the retail level, the physical volume of total busi- 
ness stocks has actually continued to rise throughout 
the adjustment of the past year. The inventory 
problem is now most acute among raw materials in- 
dustries—coal, paper, paperboard, products of stone, 
clay and glass—but it is by no means localized yet. 
Its center has merely shifted back from consumer 
industries. The relationship of finished goods inven- 
tories to sales and new orders still appears to be 
high among both durables and nondurables industries. 
Over the past several months, the odds have increased 
that the end of liquidation at the retail level will be 
accompanied, at the least, by an end of accumulation 
at the manufacturing level (particularly in durables) 
and possibly by substantial liquidation. 

Recent rises in business inventories have been 
small (because of declining prices, the rise in the 

'See Highlights, February and April. 
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book value of business inventories has flattened out). 
But adjustments in production and demand which 
have been sufficient only to arrest the rise in physical 
inventory, much less to reverse it, have been suffi- 
cient to halt the rise in personal and disposable in- 
come, despite the upward trend of wage rates. 

Even under the abnormal circumstances that apply 
in a partial mobilization, one might conclude that the 
adjustment which has gone on during the “lull” in 
inflation is still at a relatively early stage. And, if 
so, there is increasing likelihood that by the time it 
approaches completion, other conditions will have 
changed for the worse. There are growing signs that 
the capital goods boom has been losing its steam in 
the past several months. A ConrereNce Boarp sur- 
vey of the business outlook, reported elsewhere in 
this issue, suggests the beginning of a modification of 
capital spending plans for 1952, although it has not 
been rapid or severe. And the conclusion reached by 
the Department of Commerce—that the capital goods 
boom is now at its peak—is confirmed by the expec- 
tations (and backlogs) of the producers of machinery 
and machine tools. 

While total expenditures for plant and equipment 
for 1952 as a whole will doubtless set a new record, 
it is now general opinion that by late in the year 
this component of the post-Korean boom will have 
started on a slow but significant decline. And be- 
cause activity in this area precedes expenditures, 
some of the components of the expansion boom have 
already flattened out and headed down. Thus a 
recession in the private sector might telescope into 
a general capital goods adjustment only a short time 
before defense spending itself is scheduled to reach 
its peak. And it is this possible synchronization 


that has now so affected the business outlook that 
credit decontrol is proceeding apace, on the one hand, 
while the consensus of business analysts has been 
gravitating from “up slowly,” with which the year 
began, to “flat” or “down.” 

It is perhaps worth stressing again (February 
Highlights) that while there may be little reason 
to look for any marked improvement in aggregate 
business conditions over the next year, there is also 
little reason to expect a sharp business slide. As long 
as defense requirements remain high, no large decline 
in personal income yet seems at all likely. And given 
other present conditions in consumer markets, a 
moderate decline in income is even more likely now 
than earlier in the year to be reflected in a decline in 
savings rather than in spending (March Highlights) . 
By year end, in fact, retail trade, which for so long 
has been reviled as the villain of the piece, may well 
have adopted the hero’s role by providing a firm and 
insensitive bulwark against a recession. 


Apert T. SOMMERS 
Business Analyst 
Division of Business Economics 


LIFO UNDER THE CAMP BILL 


T ALMOST SEEMS as if the decision of the 

Treasury to permit the use of LIFO started off 
one of the longest price rises in recent history. 
LIFO was made available to all taxpayers thirteen 
years ago, in 1939. For every year but one since 
then, the index of wholesale prices prepared by the 
Bureau of Labor Statistics has risen above that of the 
preceding year until it is now about two and one 
quarter times the 1939 level. 

For about ten years of this period, many companies 
could not adopt LIFO because of the Treasury regu- 
lations which limited its use to companies with rela- 
tively simple inventories. Not until close to the end 
of 1949 did the Bureau of Internal Revenue issue 
regulations which widened its applicability. The 
practical result was to make LIFO available to com- 
panies with complicated inventories. 

But in 1949 the price level was already double that 
of 1939. Treasury regulations permit a company to 
adopt LIFO only if inventories in the year of adop- 
tion are frozen at beginning-of-year price levels for 
all future years. Companies were reluctant in 1949 
and latter years to freeze their inventories at such a 
high price level. In the event of a sharp price de- 
cline their profit figures would not be matched by an 
inflow of cash. The taxes imposed upon computed 
profits might result in a tight cash position. 
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To encourage the use of LIFO by removing these 
obstacles is the object of the Camp bill (H.R. 7447) 
Just recently introduced in Congress.1 The bill would 
permit users of LIFO to value their inventories at 
lower of cost or market. This action would thus 
eliminate the requirement that inventories should 
always be carried at cost. The practical result can be 
made clear by the use of a simple illustration: 


GROSS PROFITS OF COMPANY USING LIFO WHEN 
PRICES DECLINE 
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The case above assumes that the company sold the 
same number of units as it purchased during the 
year. That is to say, there was no change in inven- 
tories. It assumes further that opening inventories 
are valued at $2 (cost basis) and that purchases are 
made at the market value of $1, which is the market 
price prevailing at the end of the period. 

In computing the cost of goods sold, the unit value 
of $1 is used. The items purchased at that price were 
the last in and thus are the first out. With the unit 
selling price at $4, sales revenues are $800, resulting 
in a gross profit of $600. 


THE OPTIONS 


What would happen if this company were permitted 
to use lower of cost or market price in valuing its 
inventory? We can assume that price changes and 
purchases and sales remain the same. The only change 
that occurs is in the valuation of the year-end in- 
ventory and cost of goods sold. Since closing inven- 
tory can now be computed at lower of cost or mar- 
ket, the unit value of $1 (market price) would be 
used since it is lower than the cost of $2. The closing 
inventory would thus have a value of $200 and the 
cost of goods sold would be $400. Gross profit would 
then become $400 (sales revenue of $800 less cost of 
goods of $400). 

The profits of a company using LIFO would thus 
be reduced if it were permitted to use cost or market 
when prices were declining. The company would 
have the advantage of LIFO when prices were rising 
and that of FIFO when prices were declining. 

The paradoxical thing about the above example is 
that the larger profit figure results in a smaller net 
cash inflow. For the sake of simplicity, assume that 
all transactions are for cash. In both cases, the cash 
inflow from sales is $800. Both cases call for an expen- 
diture of $200 on raw materials. The company using 
LIFO on a cost basis would pay $300 in taxes, if we 


14 companion bill (H. R. 7554) has also been intrcduced by Repre- 
sentative Dan A. Reed (R.-N. Y.). 
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assumed a 50% rate. The total cash outflow would be 
$500 and the net cash inflow would be $300. 

The company using LIFO with lower-of-cost or 
market valuation would pay $200 in taxes. Its total 
cash outflow would therefore be $400 and its net cash 
inflow would be $400; that is, $800 cash inflow from 
sales, less $400 total cash outflow. The net cash inflow 
is thus $100 greater under the cost or market option. 

Would this option have the effect of encouraging 
the wider use of LIFO? It seems likely that it would. 
Under the Camp bill, companies using LIFO would 
be permitted to make permanent reductions in their 
inventories to market value while the excess-profits 
tax is in effect and for five years after its expiration, 

This would remove one of the fears that com- 
panies now have about freezing their inventories 
at high price levels if they adopt LIFO. If the Camp 
bill became law, companies adopting LIFO would 
have from January 1, 1952, until five years after the 
expiration of the excess-profits law to use market 
value instead of cost. They would thus be protected 
in the event of a price decline for that period of time. 

After that period, further reductions would be pos- 
sible, but they would only be temporary since they 
would be restored to income if prices rose. 

Keeping the option open in this manner will make 
it possible for companies to use as their LIFO cost 
the lowest market price registered in this period. The 
bill on this point reads: “. . . a taxpayer electing 
under subparagraph (D) shall use as the basis of its 
inventories computed under this subsection the cost 
so computed or the market value at the close of the 
taxable year, whichever is lower. Such market value, 
if lower than cost, shall thereafter be treated as cost.” 


VALUE OF BILL 


The value of the Camp bill depends almost wholly 
on the course of prices from now until five years after 
the expiration of the excess-profits tax. If prices re- 
mained steady or rose in that period no benefit would 
be derived from the bill. But if prices declined, the 
use of the lowest market price as cost would be allowed. 

In the latter case, the benefit would be open only 
to corporations in existence or coming into existence 
within the period. Companies coming into existence 
or adopting LIFO after the stated period would still 
have the option of using lower of cost or market price. 
But they would not be able to use as their LIFO cost 
the lowest market price in the stated period. 

Companies adopting LIFO within the stated time 
period will have their LIFO cost at the lowest market 
price prevailing within that time. Those adopting 
after that time will have their LIFO cost established 
at the time they adopt LIFO, as under the present law. 


J. Frank Gaston 


Division of Business Economics 


THE BOOM IN PERSONAL SAVING 


and out of government were busy computing 

the amounts by which consumer demand for 
the rest of the year would exceed available supplies— 
business across the nation’s retail counters suddenly 
subsided. 

Consumers unexpectedly began to save at a record- 
breaking postwar level, instead of spending at record- 
breaking levels. Personal savings (as estimated by 
the Department of Commerce) jumped to a $19-bil- 
lion annual rate during the second quarter of 1951 
from an $8-billion level during the first quarter, and 
then increased to a $20.5-billion rate during the re- 
mainder of the year. Data for the early months of 
1952 suggest that the savings rate has continued to 
be extraordinarily high, although down somewhat 
from the rate in the latter part of 1951. 

What interpretation should be attached to this 
high savings rate? 


arcs IN 1951—at a time when economists in 


Have high prices discouraged consumers from 
spending on nonessential and deferrable items? 

Have many of the markets for consumer goods 
arrived at a state of temporary saturation? 

Have the mass of consumers exhausted their war- 
time accumulation of savings and thus been forced 
to reduce expenditures? 

Is most of the saving being done by families at rel- 
atively high-income levels? 

Are savings taking those forms which make them 
unavailable for cash expenditures? 

What is the so-called normal relationship between 
savings and expenditures—is 1951 experience a return 
to normal after the hectic postwar period? 


In mid-1951, a number of explanations were avail- 
able for the sudden increase in personal saving. Most 
of the decline in trade was in durables. Since expen- 
ditures for durables in the three quarters following 
Korea had been unusually high, the decline appeared 
to be a normal reaction which would spend itself in 
time. Regulation W was also assigned a role in in- 
creasing saving and inhibiting spending—although 
here the case was less clear, since the regulation had 
been in effect and unchanged for six months preceding 
the decline in durables volume. 

These explanations gradually lost their conviction 
during the second half of the year. Durables sales 
continued low even after severe price cutting appeared 
at the retail level. Nondurable goods sales, while 
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they rose in dollar volume, were actually low in 
physical volume—particularly if expenditures for food 
were eliminated from the nondurables figures. Ex- 
treme price resistance and trading down to lower 
price lines suggested that individuals were saving 
not entirely because of previous accumulations of 
goods but for other pressing reasons as well. 

No very convincing explanation of the rise in the 
saving rate has yet appeared. Forthcoming data on 
consumer finances in 1951, compiled by the Federal 
Reserve and the Survey Research Center of the Uni- 
versity of Michigan, may shed further light on the 
subject. Pending the availability of these data, this 
article explores some of the factors at work. 


THE RISE IS IN LIQUID SAVINGS 


The Department of Commerce savings figure is 
designed to be a broad, quickly available measure 
of the rate of personal savings. For detailed analysis 
it is subject to one serious limitation which reduces 
its usefulness. The estimate represents what’s left 
of personal income after taxes and consumption ex- 
penditures. The resulting figure—an aggregate of 
complex economic data—still needs its various com- 
ponents separated to be meaningful. The com- 
ponents comprising the savings aggregate are avail- 
able—about three months after the Department of 
Commerce saving estimate is published—through 
data compiled by the Securities and Exchange Com- 
mission. 


On the basis of these data, it appears that vir- 
tually all the rise in the savings rate found by the 
Department of Commerce during 1951 can be at- 
tributed to changes in the rate of accumulation of 
the more liquid types of saving: holdings of cash, 
bank deposits, securities, savings and loan associa- 
tion shares, plus the net change in consumer debt. 


Less liquid forms of saving—such as _ increased 
equities in farms and other unincorporated business, 
in homes, and in insurance reserves—showed only 
minor changes from 1950 to 1951. 

The key to the change in the saving rate in 1951, 
and its implications for 1952, thus lie in the changes in 
the liquid components of savings. 


The proposition, put forward during most of 1951, 
that the increase in the savings rate has been mean- 
ingless for the consumer goods market because the 
increase has been largely in nonliquid form, appears 
to have little validity. So, too, He the argument 
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that a major portion of the income being withheld 
from current consumption is needed to meet heav 
repayment obligations on debt. After meeting all 
repayment obligations, individuals still added sub- 
tantially to their liquid accumulations in 1951. 


That raises the question whether the high rate of 
liquid saving in 1951 spells out the prospect of heavy 
retail volume in the future. Here there are no clear 
answers. If the savings have been distributed 
roughly in accordance with the distribution of liquid 
assets prevailing at the beginning of the year, the 
propensity to spend these new accumulations in the 
future may not be great. On the other hand, if they 
have been distributed more widely through the in- 
come scale, it might be argued that they have 
strengthened the consumer sector for future spending.! 


1Some evidence will become available with the forthcoming 1952 
Survey of Consumer Finances published by the Federal Reserve. 
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In 1950, according to the Survey of Consumer 
Finances, the top 10% of spending units (ranked by 
size of money income) accounted for 73% of total 
personal saving. Although this proportion has varied 
during the past four years, it has not fallen below 70%. 

If the distribution of the new 1951 accumulation 
of liquid savings paralleled the distribution of liquid 
asset holdings! over the past five years, approximately 
60% of additions to liquid assets during last year 
would have been accumulated by the top third of the 
nation’s spending units, ranked by size of money in- 
comes. About 28% of all spending units would have 
accumulated no liquid assets at all. 

The supposition that a large part of the increase 
in liquid savings may have been accumulated by 
higher-income groups gets some support from data 
on consumer credit. Instalment credit terms are gen- 
erally used by spending units in middle- and lower- 


Consumer Expenditures and Liquid Assets 


EXPENDITURES HAVE RECENTLY RISEN FASTER 


300 


BILLIONS OF DOLLARS RATIO SCALE 


200 


100 PERSONAL 


CONSUMPTION 
80K EXPENDITURES 


eo 
“ of LIQUID 
% ASSET 
40 Seer" HOLDINGS 


30 
1929 73) 7338S 37.239 41 83) 45 747 2495 *51 


PERCENTAGE RELATIONSHIP OF ASSETS TO EXPENDITURES 
140 


120 
100 
80 
60 
40 
20 


0 
1929 °31 °33 °35 "37 39 “41 °43 45 °47 "49 SI 
JUNE, 1952 


LIQUID ASSET HOLDINGS 


“SCATTER” RELATIONSHIPS OF ASSETS AND EXPENDITURES 
200 


BILLIONS OF DOLLARS 


140 


x) 
° 


100 


fo) 
oO 


fo) 
oO 


40. 60 80 (00 (20 (40 160 180 200 240 
PERSONAL CONSUMPTION EXPENDITURES 


Holdings of individuals includes farmers, excludes unin- 
corporated businesses. Estimates for years 1929 through 
1938 by The Conference Board 


Sources: Department of Commerce; Federal Reserve; 
The Conference Board 


ee 


income brackets; at higher-income levels, big-ticket 
consumer durables are more generally purchased for 


1Liquid asset holdings of individuals, as reported annually by the 
Board of Governors of the Federal Reserve System, differs from the 
concept of liquid savings as used in this report. The latter includes 
unincorporated businesses (as does personal savings). Liquid asset 
holdings do not. In addition to cash and bank deposits and savings 
and loan shares, the FRB liquid asset holdings include only govern- 
ment securities, whereas liquid savings also include corporate 
securities. 
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cash. And it is these cash purchases which appar- 
ently shrank in the 1951 durables markets at the 
same time that instalment credit sales were rising. 
While sales of consumer durables declined during the 
year from a seasonally adjusted monthly rate of $5.1 
billion at the beginning of the year to $3.9 billion by 
year end, new credit granted for automobiles and 
other durables increased steadily. The proportion of 
credit granted to total sales showed a substantial 
upward trend during the year. In the absence of any 
evidence that income distribution changed significantly 
during 1951, this suggests that curtailment of spending 
and increased saving have occurred among family units 
in relatively higher-income brackets. 


There is also some evidence that the rise in liquid 
saving last year, instead of creating a surplus of 
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liquid assets hanging over retail markets, has com- 
pensated for changes in other economic variables 
which affect the welfare and security of individuals. 
This is suggested by changes in the relationships in 
recent years between liquid assets and expenditures, 
and between liquid assets and the price level. 


LIQUID ASSETS AND EXPENDITURES 


The concept of liquid savings as working capital 
necessary to finance expenditures is similar to various 
working-capital ratios employed in corporate finan- 
cial analysis. For example, when the amount of busi- 
ness done by a corporation is increasing, and expendi- 
tures are rising, the corporation will generally find it 
necessary to augment its working capital—by re- 
taining earnings, long-term borrowing, or new stock 
issues—in order to finance daily operations. 

Liquid. Assets 
“SCATTER” RELATIONSHIP OF ASSETS AND PRICES 
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Liquid asset holdings of individuals includes farmers, 
excludes unincorporated businesses. Estimates for 
years 1929 through 1938 by The Conference Board. 


Retail price indexes for 1930 through 1932 and 1934 
not available. 


Sources: Department of Commerce; Federal Reserve; 
The Conference Board 


Similarly, an individual (or head of a family) who 
finds his expenditures going up along with his income 
(whether or not his real income is rising) has to keep 
in reserve a larger working capital—in this case his 
stock of liquid assets. Unlike his legal counterpart, 
an individual does not engage in long-term borrowing 
(except to finance housing) or security issues. Ad- 
justments of working capital to operating needs can 
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be made only through changes in the rate at which 
earnings are retained and accumulated. The parallel 
suggests that, other things being equal, given levels of 
expenditure require certain levels of personal working 
capital. 


It is worth noting, therefore, that consumers’ 
liquid assets, while they have continued to in- 
crease during the postwar years, and increased very 
sharply in 1951, have Spahes steadily relative to 
personal consumption expenditures since 1945. In 
that year, liquid asset holdings represented 126% 
of personal consumption expenditures; by 1950 they 
had fallen to 94°, and in 1951, despite the very 
high rate of liquid accumulation, they fell to 93%. 
(See charts, page 201.) 


The 1951 relationship still appears rather high rela- 
tive to the immediate prewar period, when liquid 
assets generally represented about 73% of expendi- 
tures. However, that does not mean that present 
holdings of liquid assets, viewed as working capital, 
are more than adequate. It does not mean that a 
further expansion in spending will not be accom- 
panied by further additions to liquid assets, nor does 
it mean that the consumer sector can be expected to 
draw its liquid assets down further (by heavy spend- 
ing) if income were to remain at current levels. 

In the first place, the change in the income level 
since prewar, and changes in income distribution over 
the past decade, have undoubtedly changed the 
normal balance between expenditures and liquid 
assets. Since the years before World War II, both 
savings and income have become more widely dis- 
tributed. A far greater number of family units 
possess liquid savings now than before the war. For 
lower-income groups, the percentage increase in asset 
holdings has generally been much sharper than the 
increase in expenditures, and the ratio of liquid assets 
to expenditures for these family units has increased. 
For the personal sector as a whole, the “normal” 
ratio of liquid assets to expenditures may now be 
considerably higher than the 73% ratio of 1938-1941. 

Secondly, the ratio of liquid assets to expenditures 
characteristically declines during periods of rising busi- 
ness activity, and advances during periods of re- 
cession—the reason being that the stock of liquid 
assets tends to change less rapidly than expenditure 
on both the upswing and downswing of the business 
cycle. When the two variables are plotted on a scatter 
diagram (chart, page 201) their relative movement in 
the postwar period appears not very different from 
the prewar period, except that it is at a much higher 
level ($90 billion higher) as a result of the wartime 
accumulation of assets. 

On the average, for both the prewar and postwar 
periods an increase of approximately $10 billion in 
personal consumption expenditures was accompanied 
by an expansion of approximately $3.75 billion in 
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The Concept of Personal Savings 


Personal savings figures include the business savings 
of farmers and unincorporated businesses (i. e., in- 
creased equity in unincorporated enterprises), as well 
as all individual savings. 

The definition used by the Department of Commerce 
is equivalent to personal income, after taxes, not spent 
on consumption goods. Since dwellings are classified 
as a capital item, expenditures for their purchase and 
money spent on improvements are set down as savings. 
Consumer durable goods—cars, homefurnishings, etc.— 
are classified as consumption goods, so expenditures for 
these purposes are not considered savings. 

On the basis of Securities and Exchange Commission 
data, the Department of Commerce personal saving 
figure can be divided into the following categories: 


NONLIQUID INVESTMENT TYPE 


Net investment in nonbusiness real property (home 
ownership)—Represents gross acquisitions of new 
nonfarm dwellings, together with some nonprofit 
institutional construction, less depreciation and less 
net increase in mortgage debt. 

Net investment in unincorporated enterprises—Rep- 
resents increase in inventories, plus new construction 
and producers’ durable equipment, less depreciation, 
less increase in bank and mortgage debt, and less in- 
crease in net payables to corporations and financial 
intermediaries. 

Net investment in farms—Represents increase in 
inventories, plus new construction and producers’ 
durable equipment, including farm dwellings, less 
depreciation, less increase in farm holdings by cor- 
porations and financial intermediaries, less increase in 
mortgage debt and other debt to corporations and 
financial intermediaries. 


LIQUID TYPE 


Government and corporate securities. 
Currency and bank deposits (demand and time). 
Savings and loan association shares. 


MISCELLANEOUS 


Change in consumer debt—repayments less new 
credit granted. An increase in consumer debt repre- 
sents dissaving. 

Change in private insurance and pension reserves. 


STATISTICAL DISCREPANCY 


The difference between the total of the SEC components 
and the personal savings figure of the Department of 
Commerce—due to errors and omissions in either or 
both of the sets of figures. The discrepancy is occa- 
sionally of significant magnitude. For 1951, it was 
$2.5 billion. (Future revisions of the estimates will 
probably narrow this difference.) 
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CASH AND BANK DEPOSITS 


The first quarter of last year witnessed the second 
post-Korean buying wave, largely financed by cash. 
As a result, time deposits and other cash holdings of 
individuals declined. Retail inventories went up 
sharply, in anticipation of a continued high level of 
sales, producing a sharp reduction in demand deposits 
of unincorporated business. During the second quarter, 
demand deposits continued to decline more than season- 
ally, but holdings of cash and time deposits increased. 
In the following two quarters, demand deposits rose as 
inventories were liquidated. The net increase for the 
year was less than that of 1950. As retail sales fell in 
1951, however, time deposits and currency holdings 
of individuals grew rapidly. Net additions to bank 
deposits and cash holdings amounted to $2.9 billion, 
as compared with §.6 billion for 1950. 


SAVINGS AND LOAN ASSOCIATIONS 


Additions to savings and loan association shares in 
the first half of 1951 equaled those in 1950. In the latter 
half of 1951, they doubled the net additions of the last 
six months of 1950. For the year as a whole, net addi- 
tions were $2.1 billion, compared with $1.5 billion in 
1950. 


SECURITIES 


Savings in the form of securities during the first half 
of 1951 equaled those in the comparable period of 1950, 
then jumped ahead (the heavy liquidation of govern- 
ment bonds had occurred during the latter half of 1950). 


* * * 


For the whole year, about $11.2 billion (544% of 
disposable income) was saved in the more liquid forms. 
Only one previous peacetime year (1946) exceeded 1951 
in dollar amount of liquid saving; only two years (1941 
and 1946) exceeded 1951 percentagewise. 


CHANGE IN CONSUMER DEBT 


In the first half of 1951, new consumer credit granted 
fell off more than seasonally. Repayments continued 
high, exceeding new borrowings by $1 billion, as con- 


liquid asset holdings. Additions to liquid assets dur- 
ing 1951 were just somewhat above this average rela- 
tionship. For these reasons, too much significance 
should not be attached to the 1951 decline in the per- 
centage relationship of personal liquid holdings to 
expenditures. 


sumer debt gradually shifted to the tighter repayment 
terms imposed by the revival of Regulation W in the 
fall of 1950. 


In the latter half of the year, new credit granted in- 
creased sharply, exceeding repayments by more than 
$1 billion and producing a small net rise in credit for 
1951 as a whole. The rise of less than $.5 billion in 1951 
contrasts with a net growth of $3.2 billion in 1950. If 
all other elements of saving had remained constant 
from 1950 to 1951, this smaller rise in consumer debt 
last year would alone have accounted for a $2.8-billion 
rise in the savings rate (see box on page 203). (New con- 
sumer debt in 1951 was increasing at the same time 
that the rate of consumer expenditures was declining 
and savings were increasing.) 


PRIVATE INSURANCE RESERVES AND HOME EQUITIES 


Increments to private insurance reserves amounted to 
$4.2 billion in 1951, little changed from 1950. Similarly, 
although private home building slowed during the latter 
part of the year, owing in part to government restric- 
tions, the rise in home equities of $2.5 billion was only 
slightly below 1950. 


UNINCORPORATED BUSINESS SAVINGS 


Investments of unincorporated enterprises (exclud- 
ing farms) in inventory showed no change in 1951, as 
the inventory growth of the first quarter was canceled 
by subsequent liquidation. This is in contrast with a 
moderately large increase in this area during 1950. 
However, saving in the form of investment in new con- 
struction and equipment exceeded the 1950 rate, while 
the increase in bank and mortgage debt was less than 
in 1950. After taking account of depreciation, net 
investment-type saving by unincorporated enterprises 
was slightly positive in 1951, compared with a $1-billion 
net disinvestment in 1950. 


FARM SAVINGS 


The increase in investment-type savings in the farm 
sector for 1951 was the same as for the preceding year 
($2.1 billion). Larger-than-1950 increases in inventory 
and plant were offset by more depreciation and debt. 


the stock of liquid assets advanced at roughly the rate 
that might have been expected on the basis of the rapid 
ill Sill ML ieee bib aided HIM Mola he fol 


increase in income and spending. 


LIQUID ASSETS AND PRICES 


; ia The size and direction of change in liquid asset 
It_is nevertheless important to note, in weighing the holdings also appear to be influenced by the price 
implications of the high savings rate of 1951, that level. Higher prices cause the purchasing power of 
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savings to decline—not only current savings, but 
also past accumulations. During periods of rising 
prices, a relatively high rate of liquid saving is re- 
quired if the purchasing power of accumulated assets 
is to be maintained. 


Since 1945, the rate of accumulation of liquid 
assets has not kept pace with the rise in retail prices. 
Between 1945 and 1948, in fact, the real value of 
personal liquid assets declined about 18%. 


In a sense, much of this decline was voluntary. Fol- 
lowing the scarcities of the war period, consumers 
were intent upon restoring their holdings of physical 
goods. The resulting high level of demand produced 
both a relatively low saving rate and a relatively 
rapid rise in prices. The decline in the purchasing 
power of liquid assets thus represented a major ad- 
justment to a number of artificialities created by 
World War II; the scarcities of housing and durables, 
the’ controlled rate at which prices had risen during 
the life of OPA, and the great increase in holdings 
of liquid assets themselves. 


It is significant that in 1951, while evidence ac- 
cumulated that most of the postwar backlogs had 
been filled, the rise in prices was so sharp that even 
in the face of a record peacetime accumulation of 
liquid assets by the personal sector, the real value 
of those assets actually declined another 5%. (See 
charts, page 202.) 


In 1948, as in 1951, the purchasing power of liquid 
assets fell sharply, owing to a rapid rise in the price 
level. And in 1949 (as in later 1951) this deflation 
of assets was followed by an abrupt reversal of the 
trend of consumer spending, by involuntary accumu- 
lation of business inventories, and, in time, by a halt 
to the rising trend of retail prices. 

The experience of the two years does differ in some 
respects. Inventory liquidation in 1949 produced 
a general business recession, causing a decline in in- 
come and in saving. In 1951, defense activity main- 
tained total business inventories and personal income 
at high levels, which permitted a high savings rate. 

However, in 1949, the consumer sector had the 
benefit of a falling price level; in 1951 the uptrend of 
retail prices was eventually halted, but not signifi- 
cantly reversed. As a result, while savings were rela- 
tively low in 1949 and relatively high in 1951, the 
real value of liquid asset holdings advanced sharply 
in 1949 and declined sharply in 1951. In this light, 
the high savings rate of 1951, far from spelling in- 
creased inflationary pressure ahead, appears to have 
been only an inadequate substitute for the price ad- 
justment that usually accompanies recession. 


SAVING IN 1952 


Thus far in the year, prices, income, and spending 
have been stable. Recent additions to savings have 
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thus been restoring the purchasing power of liquid 
holdings, as well as their relationship to expenditures, 
and may therefore be dissipating some of the forces 
which in 1951 produced a rapid buildup in liquid 
holdings? As long as prices and income remain 
stable, it appears that the current rate of liquid sav- 
ing is abnormally high? in the sense that it is increas- 
ing the real purchasing power of personal liquid 
assets at a very rapid rate. But any estimate of when 
the rate may decline to a more normal “maintenance” 
level can be only an informed guess. 

For other components of savings, little change is 
now indicated for 1952. Change in consumer credit 
is likely to be governed by the rate of automobile 
sales, which account for almost half of all instalment 
credit. The outlook for changes in car sale credit is 
still controlled to some extent by the production out- 
look. The industry is of the opinion that approxi- 
mately 4.3 million new cars will be produced and 
sold this year—a 19% drop from 1951. However, the 
proportion of credit buyers to total buyers has been 
increasing during the past nine months, suggesting 
that new credit may drop less than output. 


Little Change Seen in Durables Credit 


It is problematical whether repayments will exceed 
new credit granted in 1952, but in any event it seems 
safe to assume now that the change in automobile in- 
stalment credit outstanding will be small. Assuming 
current rates of sale, and assuming the current pro- 
portion of credit sales to total sales, the net change 
in outstanding credit for other durables should also 
be small. In aggregate, changes in consumer debt 
for 1952 are not now expected to cause any significant 
change in the savings rate. 

Other nonliquid forms of savings now give no in- 
dication of any major change. Investment in private 
insurance and pension reserves is not likely to depart 
radically from the $4-billion rate maintained in 1950 
and 1951. Investment in dwellings in 1952 is now 
expected to be approximately equal to 1951. Possible 
changes in the farm and unincorporated business sec- 
tors are not clear, but changes in these sectors are 
generally small. 


GrorcE BENSON 
Division of Business Economics 


1The outlook discussed here is based primarily on factors of con- 
sumer psychology and intentions. Actual aggregate savings of the 
personal sector can deviate widely from the intentions of consumers. 
This is true because under its commonly accepted definition total 
saving (of the corporate, government and business sectors combined) 
is necessarily equal to total investment. Assuming a continued high 
level of government investment in defense (accompanied by a federal 
deficit), and a high level of corporate investment in plant and equip- 
ment, a relatively high saving rate in the personal sector is quite 
likely. While consumers’ intentions certainly play a role in deter- 
mining the saving rate, decisions made outside the personal sector 
have an important bearing on the final result. 

2Assuming that the retail price level for 1952 remains unchanged 
from current levels, roughly $6 billion of liquid saving—or 50% of 
the 1951 liquid saving total—would be required to restore liquid 
asset holdings to their purchasing power at the beginning of 1950. 


COAL VERSUS OIL 


The price relationship between the two fuels has been 
undergoing a change 


ITUMINOUS coal has been getting more expen- 

sive relative to its competitor—fuel oil. In the 
six years since the end of World War II, the whole- 
sale price of bituminous coal rose about 70%. In the 
same period, the rise in fuel-oil prices was 377%." 

In the past, a cyclical movement in the price rela- 
tionship between coal and fuel oil has been evident, 
coal prices being high relative to fuel oil during 
periods of recession, and low during periods of pros- 
perity. For example, from 1926 to 1932, when the 
price cycle was in decline, bituminous coal prices fell 
from $4.31 to $3.64 a ton, a drop of only 15%. At 
the same time, the price of fuel oil fell from $1.74 to 
$.72 a barrel, a decline of almost 60%. On the up- 
swing of the cycle, from 1932 to 1937, bituminous 
coal prices rose only 18%; the price of fuel oil rose 
16%. 

And even during the slight recession of 1938, there 
was evidence of a cyclical reaction in the price rela- 
tionship between the two fuels. Bituminous coal 
prices actually rose slightly, while fuel-oil prices 
dropped 18%. 


CHANGE IN COAL INDUSTRY 


In the postwar period, however, despite generally 
rising business activity, coal prices have actually been 
advancing faster than fuel-oil prices. The shift that 
has been occurring in the relative positions of these 
two fuels is partly the result of a gradual change in 
the structure of the bituminous coal industry. 

Labor and transportation have always made up the 
bulk of the marketed price of coal. In 1929, the aver- 
age wholesale delivered price of bituminous coal was 
$4.03. Of this amount, $2.25 (or 56%) represented 
freight charges and $1.07 (or 27%) represented labor 
costs. In 1939, much the same breakdown of costs 
appeared, with freight charges making up 55% of the 
delivered wholesale price and labor costs another 27%. 
In 1951, transportation costs? accounted for 38% of 
the wholesale delivered price of bituminous coal, and 

1Because of transportation costs, prices of coal and fuel oil vary 
widely between locations. Coal prices used in this article are based 
on the average delivered wholesale price of coal (mine realization 
plus freight charges). For fuel oil, the price of Bunker C fuel oil, 


New York harbor, has been used as representative of the trend of 
average fuel-oil prices. 
*The somewhat different proportions of labor and freight costs in 


1951 are attributable to a relatively rapid rise in miners’ wage rates 
during the postwar years (discussed below). 


labor costs another 36%. Thus in the past these vari- 
able costs have made up the bulk of the selling price 
of bituminous coal; and these costs, relative to prices, 
have determined the industry’s level of production. 

In fuel oil, a different set of economic factors enters 
the price picture. Residual fuel oil, and distillates to 
a large extent, are secondary products of the distilling 
and cracking process. Because of the higher value 
of gasoline, and the resulting higher profit per unit 
of production, refineries are usually built with a view 
toward maximizing the percentage yield of gasoline. 
Other products of the distilling and cracking process 
are relegated to a position of secondary importance. 

Of course, the yields of various products are set, 
within the limits of given refining facilities, so as to 
obtain the maximum average rate of return. How- 
ever, since the value of gasoline is so much higher 
than other products, the demand for this product 
is usually the major determinant of the rate of refin- 
ery operations, and the distribution of yields among 
the various products. Consequently, the production 
of distillate and residual fuel oil is not determined 
primarily by the market for these products relative 
to their costs, but by the market for gasoline relative 
to its cost. 

UNIFORMITY IN OIL 


There is one other basic difference in the structure 
of the two industries that has had an important 
bearing on the behavior of the respective selling prices 
of coal and fuel oil. In the petroleum industry, pro- 
duction and refining costs per unit do not vary widely 
from plant to plant. Naturally, differences in the 
cost of recovering crude do exist between fields; and 
yields per barrel of crude differ both because of vari- 
ations in the chemical composition of crude oils and 
because of variations in available refining and storing 
facilities among companies. But these plant-to-plant 
differences in unit cost are relatively small. 

On the other hand, large differences in costs exist 
among various coal-mining operations. In com- 
mon with most other mining industries, coal recov- 
ery operations run a wide gamut from relatively low 
costs to relatively high costs. 

Because of these differences in the structures of the 
two industries, their reactions to changes in the level 
of business activity have varied widely in the past. 
Thus high levels of demand for bituminous coal 
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have tended to call into production relatively high- 
cost facilities which were returned to nonoperating 
status when demand and prices subsided. So bitumi- 
nous coal production has been characterized by rather 
wide cyclical swings, while prices have tended to be 
relatively stable. 

As to fuel oil, the adjustment has been very differ- 
ent. Because of the secondary or derivative nature of 
distillate and residual fuel oil, production is not read- 
ily adjusted to meet changes in the level of demand. 
The actual output of these products is pretty much 
determined by the demand for gasoline. 

The secular trend in gasoline consumption has been 
so strong as to almost obliterate any cyclical down- 
turn (see chart). Consequently, the production of 
distillate and residual fuel oil has been maintained, in 
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spite of cyclical declines in demand. And because pro- 
duction of fuel oil has been relatively unresponsive 
to these changes in demand, fuel-oil prices have 
tended to swing in wide cycles. 

These are the general pressures at work within the 
two industries. In reality, they are not so simple as 
set forth here. During a cyclical downturn, bitumi- 
nous-coal delivered prices do fall despite reduced pro- 
duction. And in the production of fuel oils, some 
declines take place when demand subsides. What has 
happened is that, in cyclical downturns, fuel-oil prices 
have dropped faster than bituminous coal prices. 
This effects a shift in demand to fuel oil in those 
market areas where facilities for the use of both fuels 
are available. This, in turn, acts as a brake on fur- 
ther declines in fuel-oil prices, and tends to produce 
a decline in coal prices and production, until a new 
balance is achieved. (See chart.) 


MARGINAL OPERATIONS 


Recently, this mechanism appears to have been dis- 
torted. Soft-coal labor costs have risen to such an 
extent that they have produced an intense rate of 
mechanization of mining operations. The result of 
mechanization and rising wage rates has been to 
eliminate many marginal unmechanized mines from 
the production picture. (Mines are marginal, in many 
cases, because the veins of coal are too narrow or 
too thin to allow mechanical cutting and loading 
operations.) 

In the past, these mines were activated when the 
price of coal went up far enough to cover their higher 
operating costs, and deactivated when prices tended 
to fall. During the past decade, however, wage rates 
in bituminous mines have risen to a point where many 
unmechanized mines now require a much steeper rise 
in prices than formerly before they become economic. 
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Consequently, given increases in the price of bitu- 
minous coal today have much less of an effect on the 
aggregate production of the industry. Conversely, 
when prices decline during a cyclical downturn, fewer 
mines are withdrawn from production, and the decline 
in output is less sharp than in earlier periods. 

In addition, mechanization has raised fixed costs 
and lowered variable costs for a growing number of 
bituminous mines. A selling price that might for- 
merly have forced these mines below their economic 
operating level may now continue to yield more than 


out-of-pocket costs. Even among the low-cost mech- 
anized mines, production has thus apparently become 
less sensitive to price changes. 

In future cycles, therefore, one might expect that 
coal production may be less volatile than in the past, 
and coal prices more volatile. The wide fluctuations 
in the price differential between coal and fuel oil 
may have been dampened considerably. 


Greorce P. TaTEosIAN 
Division of Business Economics 


FINANCIAL NOTES AND FOOTNOTES 


WHILE debate continues about the effect of credit 
decontrols, the new Treasury offerings, and the course 
of future demand for bank loans, certain rather un- 
usual situations have developed in the money market 
and closely related areas. A few of these, which inci- 
dentally add to the confusion and uncertainty among 
the experts, may be mentioned: 


® Following quite unexpected ease in March, the 
money market was as unexpectedly tight throughout 
most of April and May. 


© Notwithstanding this stringency, the sharply en- 
larged offerings of state and municipal obligations, 
following removal of "voluntary" restrictions upon this 
class of borrowers, were rather freely taken by buyers 


among investors to whom tax exemption is of first-rate 


importance. 


® Corporate offerings, too, have mostly done well 
despite the large volume coming into the market. Nor 
has there been any great increase in bank loans to carry 
such securities. 


® The government bond market has also shown per- 
sistent strength, although the volume of offerings has 
been too small to provide any real test of its under- 


lying vitality. 


The tightness in the money market appears to stem 
primarily from the fact that the Treasury has been 
persistently rebuilding its balances with the Reserve 
banks. One of the means used to prevent a serious 
March squeeze was the action of the Treasury in 
drawing down its funds at the Reserve banks almost 
to the vanishing point, a policy which, along with tem- 


porary borrowing from the Reserve banks, made it 
possible for the Treasury to keep its call upon tax 
and loan funds to a minimum during the March tax- 
paying period. 

This bit of financial tactics is not at all unusual, of 
course, but some of the surrounding circumstances are. 
The Reserve banks throughout these weeks refrained 
from important purchases of governments. More un- 
usual still, member banks preferred to borrow from 
the Reserve banks to replenish their reserves rather 
than reduce their deposits and hence their required 
reserves by selling governments. Here, doubtless, is 
one of the explanations of the strength in the govern- 
ments market. 


One reason why banks chose to borrow rather than 
reduce their holdings of governments may be found in 
the prevailing uncertainty felt in many banks about the 


future demand for loans. Commercial, industrial and 
agricultural loans have been declining, and some ob- 
servers are inclined to expect the trend to continue 
to the point where, on the basis of the current level 
of reserves, banks may have to look around to keep 
their funds fully employed. Loans are expected to 
decline during the next few months on purely seasonal 
grounds, but there is some doubt about how great the 
seasonal rise will be later in the year. Most of the 
banks have some loans they would like well enough 
to see reduced, but there are many accounts that they 
would not mind seeing increased. 


In any event, business loans have not yet begun to 
decline as rapidly as they seasonally tend to do. 


It is too soon to tell what effect the elimination of the 
eee 
so-called voluntary restraint program and the suspension 


af Dan dann A OI Po, Sn eee 
of Regulation W will have on bank loans, although at 
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the moment few observers in the financial district expect 
any dramatic change. 


Obviously, increases in consumer credit enlarge 
the money supply only as such loans get into the 
banks directly or indirectly. The banks in recent 
years have become rather large lenders to consumers, 
and, of course, trade or finance-company credit cannot 
increase greatly without bank support. 


It is, however, possible for such loans to activate other- 
wise idle funds, and thus have an important effect upon 
the general business outlook without any growth in 
sere, SUC 

One of the features of recent events is the demon- 
strated ability and willingness of the market to absorb 
new issues, both corporate and municipal, without great 
aid from the banks. Here is confirmation of the opin- 
ion held in informed quarters for a good while past 
that substantial investable funds were available once 
owners were convinced that current opportunities 
were really attractive. The strength in long-term 
governments is generally attributed to demand from 
state and municipal pension and other trust funds, 


which is described as sufficient to absorb slender cur- 
rent offerings. 


But there is no reason to believe that the Treasury 
could not, if it chose, compete successfully with private 


borrowers for funds now going to corporate borrowers. 


It is against this background that the Treasury 
chose to offer a nonmarketable bond, for which three 
bonds from among four bank-restricted issues, plus 
cash, can be exchanged for four of the new bonds. 
If the all but unanimous opinion of seasoned financial 
observers proves accurate, the Treasury will pay 
close to 314% for all the new money it obtains by the 
sale of these new “accord” bonds. 

The "Street" is still trying to understand why the Treas- 


ury made the offering at this time, but the real concern 
alt ULI Ade REIL ld rt LE bee Tae 
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of most commentators is what they see as a lack of 
interest by the Treasury in converting some important 
proportion of its short debt now held by the banks into 
long-term bonds for purchase by permanent nonbank 


holders. 


The question in the minds of many is this: If the 
Treasury is to find it necessary to raise funds this 
year in the amounts heretofore mentioned, how does 
it intend to obtain them? (The need for borrowed 
funds is now expected to approximate earlier estimates 
since both expenditures and revenues may be down by 
about the same amounts.) It appears to be “starving” 
a hungry market for long-term bonds. Several billions 
of bank-restricted bonds have become bank eligible 
(or very shortly will), and as many more are des- 
tined to become so before the end of the year. The 
new bonds, so far as they are sold, will take off the 
market permanently an appreciable part of the re- 
maining bank-restricted issues. 


Thus the market for long-term bonds will be very sub- 
stantially broadened by the entry of the banks as po- 
tential purchasers of issues they may not now hold except 
in limited amounts. At the same time, the supply of 
long terms now available to the market will be reduced. 


Whether all this is being carefully planned this way, 
and if so what advantage the Treasury will take of 
the resulting situation, remains for the future to 
disclose. 

Whether the newly revamped savings bond offer- 
ing will be of great assistance in meeting the needs 
of the Treasury is rather widely doubted. To the 
specialists, the H bonds offer considerable attraction 
to certain classes of investors, but funds raised by the 
sale of them may well come in large part from time 
and savings deposits which otherwise would, in any 
event, be invested in government obligations of one 
kind or another. F. W. J. 


COST OF LIVING UP AGAIN 


HE CONFERENCE Boarp’s index for ten large cities 
{| aa nine tenths of one per cent from mid-March 
to mid-April. This measure of consumers’ prices stood 
at 178.3 in April, compared with 176.7 in March 
(January, 1939=100). 
This means that the full 54-city figure will show an 
increase of about the same magnitude. If so, it 
will just about cancel out the January-to-February 
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drop and put the cost of living back on the record- 
high plateau of last fall and winter. 

Food was responsible for a sizable part of the rise, 
with a 1.4% increase over the month, followed closely 
by sundries with a 1.2% rise. Clothing and house- 
furnishings, which have shown more downs than ups 
over the year, recorded slight decreases. Rentals 
continued their slow rise. mB 
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Higher prices were reported for eggs and certain 
fresh vegetables and fruits. Increases were relatively 
large for white and sweet potatoes, carrots, cabbage, 
lettuce, onions and apples. Meat and fish showed 
little change, although some increases were reported 
for lamb and slight decreases for pork and ham. Lard, 
shortening and margarine showed small dips. Butter 
dropped at the retail level, after the sharp March 
decline in wholesale prices. 

Some increases were reported for gasoline as prices 
firmed after the recent price skirmishes in many 
areas. Other changes in the sundries index reflect 
price changes over the year. Such increases were re- 
ported for reading materials, carfare and automo- 
biles. 


TRENDS IN WAGES 


The accompanying chart shows how wage earners 
in some of the “pace-setter” industries are doing. 
All of these key industries, including automobile, 
steel and coal, have had increases since 1939 that 
exceeded the rise in the cost of living by an appre- 
ciable amount. Their gains, however, were less per- 
centagewise than “all manufacturing,” since they 
started from a relatively high level. But each of 
the key industries is well above the all-manufactur- 
ing figure for average hourly earnings received by 
wage earners. The figures charted do not include 
fringe benefits, which are becoming increasingly im- 
portant and, according to rough estimate, may 
amount to as much as 30 cents an hour for leading 
industries. This is entirely separate from the money 
wages charted, and only the lack of reliable data pre- 
cludes presentation of the cost of fringe benefits. As 


it is, any chart showing only money wages tells only 
a part of the story. 


EMPLOYMENT STEADY 


There was little change in employment from Feb- 
ruary to March. For the week ended March 8, the 
Census Bureau estimates civilian employment of 59.7 
million, about the same as in the corresponding Feb- 
ruary week. Nonagricultural employment stood at 
53.7 million in March, the level of the previous 
month. 

Factory jobs again dropped off slightly, while trade 
and construction work, which normally rises at this 
time of year, failed to register any appreciable in- 
crease. The lateness of Easter and bad weather con- 
tributed to this lag. 

Agricultural work also showed signs of slack, with 
poor weather continuing to restrict farm work to 
chores and maintenance work. Farm employment, at 
6.0 million, was the same as February. 

Unemployment was at the lowest point for any 
March since the end of World War II. There were 
300,000 fewer jobless in March than a month earlier, 
but part of this decline resulted from withdrawal 
from the labor force of women who had been looking 
for jobs in February. Unemployment aggregated 1.8 
million and constituted 2.9% of the civilian labor 
force. Year-earlier figures were 2.1 million unem- 
ployed, or 3.4% of those in the civilian labor force. 

The availability of men has interrupted the post- 
Korea trend toward employing more and more women 
in industry. There was a reduction of 116,000 women 
in nonagricultural jobs between the February and 
March surveys. On the other hand, there was an 


Consumers’ Price Index for Ten United States Cities, and Purchasing Value of Dollar 
Index Numbers, January, 1939=100 


Clothing 


Weighted 
Date Average tot Food Housing! ene Sandriss a apr: 
UES Total Men’s | Women’s ings the Dollar 

LOSS AD 173.0 | 225.3a} 115.7] 152.4] 167.6 | -139.6 ; 8 .7| 172.1] 166.0] 57.8 
Mayne 173.6 | 227.3] 115.9] 152.3] 167.7] 139.4] 130.2] 989.9 .7| 171.7| 166.0| 57.6 
Jurietey, hind ee 173.5 | 227.36] 116.0] 152.1] 168.3| 138.5] 130.8] 989.8 .7| 172.2] 165.7| 57.6 
July atric scent oy 174.5 | 229.3c| 117.4] 152.0] 168.2] 198.3] 131.1] 989.8 .1| 172.4] 165.8| 57.3 
AUSUSEsteretere che sicies 174.8 229 .4 117.8 152.0 169.0 187.6 131.6 89.8 BE i LIES 166.6 57.2 
September.......... 175.5 | 230.6d! 118.4] 153.5] 170.2| 139.4] 132.1| 89.8 .7| 170.2| 166.4] 57.0 
October inet 176.0| 282.1] 118.8] 153.6] 170.8] 199.2] 132.5] 89.8 .7| 169.2] 166.3] 56.8 
November.......... 178.2 | 236.8¢| 119.9] 152.7] 169.3] 138.7] 132.7]. 989.8 .7| 169.7] 167.9| 56.1 
December..........- 178.8 | 236.7f} 120.8 | 152.1] 168.9] 138.0] 138.0] 89.8 .7| 169.9] 170.3| 55.9 
Annual average...... 174.5 | 229.3 | 116.9] 152.2] 168.3| 138.7] 131.7 | 89.8| 103.7 | 170.81 166.3 37.3 

1952 January............ 179.0 937.5 120.8 151.2 167.3 137.5 133.1 103.7 168.6 
February........... 176.3 | 230.7%] 121.0] 150.17] 166.3r/ 136.5 | 133.0 103.7} 168.37} 169.0 57 
Marebasiys gens 176.7 | 281.0h| 121.1] 149.87] 165.7 | 186.17] 133.2 104.3 | 167.07} 170.1] 56.6 
Tina eee te 178.3 | 234.2 | 121.4] 149.7| 165.9| 136.1 | 133.0 104.3 | 166.9] 172.1] 56.1 

Percentage Changes 
Mar., 1952 to April, 1952..] +0.9 +1.4 +0.2 0.1 0.1 0 0.2 0 0 eqt 
April, 1951 to April, 1952..|_ +3.1| 44.0] +4.9| -1.8] -1.0| -2.5 | +0.6| 40.2] +0.6 | -3.0 aie i 


1 Rents surveyed quarterly in individual cities 
2 Includes electricity and gas _ 
a Based on food prices for April 16, 1951 


b Based on food prices for June 14, 1951 
¢ Based on food prices for July 16, 1951 
d Based on food prices for Sept. 17, 1951 
6 Based on food prices for Nov. 14, 1951 


f Based on food prices for Dec. 12, 1951 
Based on food prices for Feb. 13, 1952 
Based on food prices for March 12, 1952 

r Revised 
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addition of 130,000 men during the same period. But 
the March, 1951, to March, 1952, picture was one of 
replacement of men by the fair sex. Against a loss 
of about 250,000 men, there was a gain of 134,000 
women in nonfarm work. On the farm, there was a 
year-to-year loss of close to 300,000 men, while 82,000 
fewer women were employed in agricultural work 
this year compared with last. 


Nonfarm Employment 


Department of Labor figures on nonfarm employ- 
ment taken from industry payrolls reveal a picture 
similar to that shown by Census Bureau estimates. 
The number of workers in nonfarm industries in 
March was practically unchanged from March, 1951. 
This was the first time in two years that the employ- 
ment statistics have not shown a year-to-year gain. 
This reflects the letdown that occurred in a number 
of consumers goods industries and the stretchout in 
the rearmament program. 

There was practically no month-to-month change, 
with nonfarm employment standing at 45.9 million for 
the third consecutive month. Manufacturing, which 
accounts for about one third of the total, had 15.8 
million workers in March. Trade, the next largest 
group, had 9.6 million employees in March, about 
the same as in February. As might be expected, gov- 
ernment employment recorded another sizable gain 
over the month. With 6.5 million workers, the gov- 
ernment now has 5% more employees than it had a 
year ago. 

Construction employment, though below February, 
was still within 40,000 of the all-time high for March, 
1951. Construction of new plant for defense produc- 
tion and military installations tended to offset some 
decline in private residential and commercial activity. 
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A slightly abbreviated work week again was re- 
ported by both durable and nondurable goods manu- 
facturers. For both groups, the average work week 
was 40.7 hours in mid-March, compared with 40.8 in 
February and 41.1 in the corresponding 1951 month. 
Over the year, the decline amounted to 1%, or close to 
half an hour a week. The shortening of the work week 
in the nondurable lines was more marked than in the 
durable goods category. Durable goods producers 
were still reporting average work weeks of more than 
forty hours, and the twelve-month decrease was only 
slight. 

Earnings, both on an average hourly and weekly 
basis, went up from February to March. Hourly 
earnings have been rising steadily, but the increase 
in weekly earnings interrupted a decline that had 
been occurring over a two-month period. 


BUSINESS FORECASTS 


General 


Sumner Slichter, professor, Harvard University (in an 
address to the Conference on Selling Shares in America, 
April 28)—“During the rest of 1952 the influences making 
for expansion will be stronger than those making for con- 
traction. Even though the rise in defense expenditures is 
moderate, it will exceed the drop in outlays on plant and 
equipment during this year. Personal incomes. . . will con- 
tinue to rise, partly as a result of higher wage rates. The rise 
in personal incomes will not be offset by higher taxes . 
The offsetting trends which have been characteristic of the 
economy during much of recent years will continue into 


(Continued on page 219) 
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ECONOMICS OF AIR POWER 
ll: THE COST 


have made one thing abundantly clear: modern 

aircraft cost money, and they take time to build. 
Since the outbreak of the Korean war, the Congress 
has given the military $25 billion to spend on aircraft, 
with another request for $15 billion under current 
Congressional scrutiny.1 And although the Air Force 
and Navy have placed orders for planes with author- 


[is PAST TWO YEARS of air-power buildup 


1At this writing the House has cut $1.6 billion from the Air Force 
requests and a significant amount from Naval aviation. In addi- 
tion, a ceiling on Defense Department expenditures was imposed. If 
the Senate sustains the reductions the aircraft production peak is 
expected to be lowered from the 1,250 planes scheduled for delivery 
each month in late 1953 and 1954 to about 1,050. The Air Force 
alone estimates a loss of 3,000 aircraft in the eighteen months fol- 
lowing January 1, 1953. Reductions in expenditures, materials and 
manpower requirements of roughly the same dimensions as the 
number of planes are also implied. 


ized funds, few of the new planes have yet to appear 
in combat wings or groups. 

To those who recall the veritable flood of planes 
flowing off assembly lines during World War II, the 
current situation may seem a bit difficult to under- 
stand. But such comparisons are practically meaning- 
less. The modern high-speed, electronically equipped 
jet aircraft now being built is an almost completely 
different machine from its 1945 counterpart. The air- 
craft industry is new virtually from top to bottom. 

The rapid expansion in aircraft production goals 
dictated by the Korean crisis found industry and the 
military with only limited experience in producing 
modern aircraft. Delivery-schedule planning could 
be little more than guesswork. Certainly, the vast 
production experience of World War II was going to 
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be of considerable help. But the limitations of a par- 
tial mobilization, on top of the technical difficulties 
which arise in a rapid expansion of jet aircraft pro- 
duction, were something new. On the basis of the 
best information then available, the military pro- 
jected aircraft produtcion from the monthly rate of 
215 planes in July, 1950, to 2,500 by the end of 1952. 

But new machine tools were slow in coming, jet 
engine production lagged behind expectations, and 
design changes slowed aircraft assemblies. As a re- 
sult, schedules were revised down more than once to 
apparently more realistic levels, and production of 
some of the newer models was delayed. A Congres- 
sional committee reported that dollar deliveries of 
aircraft for April, May and June of 1951 fell 34% 
short of the goals established during the previous De- 
cember and January. The Air Force announced that 
its aircraft acceptances for the whole first year of the 
Korean war were 11% behind schedule. 

By the end of 1951, the production rate was up to 
500 a month, but reports of lags and slippages con- 
tinued. Deliveries of the B-47 jet bomber, perhaps 
the most important single aircraft in USAF’s pro- 
gram, were reported as being far behind schedule. 
Assemblies of the F-86 Sabre jets were said to be also 
far behind. Other aircraft, however, appeared to be 
closer to schedules.1 

It was at this point in the air-power buildup that 
the now renowned stretchout occurred. 


STRETCHING OUT THE PROGRAM 


Even though delivery rates had failed to keep pace 
with sharply rising schedules, aircraft assemblies were 
already more than double their pre-Korea rate. And 
including the huge increase in work in process, the 
aircraft program had begun to take on major pro- 
portions. It had become evident that a continued 
buildup through 1952 and 1953 would of necessity dis- 
rupt civilian production. The then Defense Mobilizer 
Wilson succinctly outlined the Administration’s view- 
point before a House subcommittee in January: 


“The [original program] didn’t appear to be . . . feas- 
ible . . . unless we were to make an immediate and drastic 
change in our whole economy . . . [In addition] we 
would have to push military production without regard 
to quality of product and the impact on the economy. 
. .. My judgment is that such action should not be taken 
unless the security situation is deemed by those respon- 
sible to make it absolutely imperative.” 


As a result, goals were lowered from the 2,500 (later 
1,800) a month aircraft delivery rate to 1,250 by late 
1953, and the target date for the 143-wing USAF was 
pushed back from June, 1954, to December, 1955. 

The revised schedules call for a leveling off of de- 

1S$chedules have apparently been more closely approximated in recent 


months. Over-all, the Air Force contemplates that deliveries will 
be off schedule by about 15% for the July, 1951-to-June, 1952, period. 
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liveries in 1954 and a drifting downward to about 800 
to 900 planes a month during 1956 and 1957—the re- 
quired replacements for the USAF, Navy, and United 
States-supplied aircraft for NATO. 

The cost curve of the new program, as measured by 
the government payments schedule for new aircraft 
and related items, has thus taken on a new shape. 
To get up to the old peak production level of 1,800 
planes a month, outlays would have had to exceed an 
annual rate of $22 billion in 1954. The new curve will 
probably go no higher than $16 billion. In addition, 
the new payment schedule is less sharply peaked than 
the old one. Instead of building up to a very high ex- 
penditure level and then abruptly turning down (with 
the consequent disruptive effect on the economy), 
the new curve calls for a more gradual increase and 
decline in outlays. 

The drain of critical materials by the aircraft pro- 
gram has been correspondingly softened. Peak alumi- 
num requirements under the revised program, for 
example, will probably not exceed 40 million pounds 
a month—15% of total supply. 

Nickel, cobalt, and other scarce alloying metals, 
now being doled out in thimblefuls to nondefense 
industries, may become more available now that 
fewer jet engines will be needed. Any significant 
loosening of the tight supply position in these metals, 
however, may have to await the downturn in jet 
engine production—perhaps in 1955 or 1956. 

Aircraft employment, at first scheduled to approxi- 
mate 1 million by the end of 1952, is now slated to 
go no higher than 750,000. Concentration of require- 
ments for skilled personnel (both production and en- 
gineering technicians) remains high. 

A substantial buildup of aircraft reserve capacity 
is apparently the one major sector of the airpower 
program which has not undergone substantive re- 
vision. 

Both the USAF and Navy are placing orders with 
many more prime contractors than are absolutely 
essential to maintain contemplated production rates. 
Extensive subcontracting is also being encouraged. 
Such procedures tend to create a costly duplication 
of facilities. But their effect is to broaden the produc- 
tion base and allow a much more rapid increase in 
aircraft production rates if the need should arise. It 
is estimated that by 1955 the backing of the larger 
number of suppliers, plus a number of stand-by 
plants, will allow aircraft deliveries to be increased 
from the 1,250 peak to upwards of 2,300 units a 
month within a nine-month instead of an eighteen- 
month period. 


WHY IT COSTS SO MUCH 


Modern aircraft are extraordinarily complex ma- 
chines capable of flying at near supersonic speeds, at 
very high altitudes, for long distances. Some models 


214 


Jets Come High 


F-860 SABRE JET 
OTHER 


COST OF COMPLETE AIRCRAFT 
THOUSANDS OF DOLLARS 


Pon 


eere 
=-- 


200 
OVERHEAD 
AND PROFIT 
$ 
: ENGINEERING [& 
rook —-«#F 5! MUSTANG be ert datcs 
g 
LABOR q 
MATERIAL 
0 ) eee 25 Soa LEE EERE COSSSSOSSOOSOOOOCS 
1942 COST 1952 COST 1952 COST 


Actual Mustang production discontinued in 1945 


Sources: North American Aviation, Inc.; The Conference 
Board 


now being ordered have gadgets that allow them to 
intercept and shoot down enemy aircraft that cannot 
be seen by the pilot. In the few short years since 
the end of World War II, there has been a virtual 
revolution in military aircraft design and production 
techniques. But this revolution has its price: in 
dollars, critical materials, and skilled labor. 

In the early part of World War II, F-51 Mustangs 
—destined to become one of our top fighter aircraft 
in both European and Pacific theaters—were being 
turned out for about $45,000 each. The current all- 

“weather version of the Sabre jet fighter—the F-86D 
—is priced at about $325,000! Certainly part of this 
large cost difference can be traced to ten years of 
rising prices. But allowing for a doubling of the price 
of materials and labor going into a Mustang, the re- 
maining $235,000 difference is the measure, and the 
cost, of a decade’s advancement in aircraft complexity 
and performance. 

The Sabre jet, for example, is 125% as long and 
twice as heavy as the Mustang. The jet engine fitted 
into the Sabre’s fuselage develops sufficient thrust to 
push the aircraft close to the speed of sound—or 
well beyond the speeds of propeller-driven World 
War II aircraft. 


1These price comparisons refer to the average price of the first 
620 aircraft produced. Because the heavy initial investment in engin- 
eering the tooling is pro-rated over the number of aircraft produced, 
unit prices tend to vary significantly depending on the volume of 
output. The records of one fighter plane builder show the following 
relationships between volume and unit cost: 


Number Produced Unit Cost of Airframe 


hoe SOOO OOC Uti 9 f RSE aae 8 5 GOS @. Scie $6,000,000 

LADS RECO ORS TEEN eae ecm ees me ytal 615,000 
LOO crocs Soncteygissis.6 os potainies ofoyspeePys eso y< athe. ta ee 454,000 
LAUDE SST DOO DOS See TT Ox es eee 232,000 
L000 Brrr er ants ce eee eee 182,000 


*Actual production of the Mustang was discontinued in 1945. 


As a result, wholly new problems of design and 
manufacture have had to be solved. For an aircraft 
to operate at near supersonic speeds it must be put 
together with the precision of a fine watch—although 
on a tremendously larger scale. 

Wings must be razor thin to reduce air resistance 
to a minimum yet strong enough to support 150 tons 
of dead weight. Slight imperfections which would 
go unnoticed at speeds of 400 miles an hour become 
giant flaws at 650 to 700 miles an hour. Special ap- 
paratus has had to be developed to prevent the cock- 
pit from turning into a furnace when tremendous 
friction is generated at high speeds; to allow the pilot 
to bail out at over 600 miles an hour; to enable a 
pilot to hit an enemy plane when their combined 
speeds may be upwards of 1,400 miles an hour. And in 
all-weather fighters, special radar and other electronic 
gear are used to allow flying under the worst climatic 
conditions. 

To solve these problems for the F-86D Sabre jet, 
600 aeronautical engineers and draftsmen worked 
more than a million man-hours last year. Back in 
1940, fewer than one hundred engineering personnel 
required 42,000 hours to get the first F-51 Mustang 
into the air. In addition, five times as many tooling 
hours were required to get the Sabre production line 
into gear as were required for Mustang production. 
And, as might be expected, current jet fighter produc- 
tion is backed by more paper work, quality control, 
plant maintenance, and the thousands of other in- 
direct tasks needed to keep any such large-scale pro- 
duction operation going. 


UPKEEP IS COSTLY 


But even when the Sabre jet is off the production 
line, its cost to the aircraft program has just begun. 
Because a jet fighter takes a terrific beating flying 
at near supersonic speeds, the Sabre jet’s J-47 engine 
has to be overhauled every three months. And since 
the overhaul process takes about four and one-half 
months, the jet engine is ready for flying only 40% of 
the time. 

That means an average of one and one-half spare 
engines must be in repair depots or in the pipe line to 
back up the one operating engine. At $50,000 each, 
the one and one-half J-47 engines add $75,000 to the 
original $325,000 Sabre jet price. 

During the first year of flying, a large number of 
parts in the plane will wear out and have to be re- 
placed. Part of the tail assembly may be damaged 
in a landing, or a wing flap may become faulty. The 
Air Force figures that such airframe replacements for 
Sabre jets will run about a fifth of the original air- 
frame cost in the first year of operation. Jet engine 
parts required for repair or overhaul may come to 
an equivalent of a whole engine a year. Spare parts 
for electronics equipment, armament, weapons and 


BUSINESS RECORD 


the like run from half to three fourths of original cost 
each year. Over-all replacement parts during the first 
year of operation may thus amount to $140,000. 

On top of this must be added the tremendous fuel 
bill attached to a year’s flying. The Sabre’s powerful 
jet engine has a voracious appetite for fuel—from 350 
to 400 gallons of fuel an hour. If the Sabre is in the 
air about 600 hours during the year, the total fuel bill 
adds up to about 225,000 gallons, at a cost of about 
$35,000. Thus the cost of materials alone for a year’s 
operation comes to more than half the original cost of 
the aircraft. 

Adding in direct labor costs in servicing and re- 
pairing a Sabre jet during a year, plus the Sabre’s 
share of the overhead expenditures required to keep 
all aircraft in the air, may push the total yearly cost 
of operation close to the original cost of the aircraft. 

When we consider that, barring accidents, fighter 
aircraft like the Sabre may remain on active flying 
status for over six years, the cost of producing and 
sustaining one Sabre through its life cycle runs into 
millions of dollars. This cost must be multiplied by 
tens of thousands of times to reach the total cost of an 
air force. Modern air power comes high. 


WHY IT TAKES SO LONG 


The rise in aircraft production in the last two years 
has been owing mostly to a speeding up of assemblies 
for planes ordered before the outbreak of the Korean 
war; few of the 30,000 planes ordered since then have 
been delivered to the Air Force or Navy. It now 
takes eighteen to thirty months to assemble and piece 
together the myriad parts required to build a modern 
aircraft. 

This means an average of twenty-four months 
between the placement of an order and the delivery 
of the first plane. Before the production pipe lines 
became clogged by the avalanche of aircraft orders 
just after Korea, manufacturers were able to make 
initial deliveries in an average of eighteen months. 
But even that lead time was twice as long as was re- 
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quired back in 1940, when planes were veritable 
“flivvers” compared to the vast complexity of modern 
jets. 

Producers of the B-47 jet bomber, for example, must 
place individual orders with 1,500 suppliers for more 
than 50,000 separate parts. The orders for the jet 
engines are placed immediately,1 for they take twenty- 
six months to be delivered. Other parts have shorter 
lead times and therefore need not be ordered imme- 
diately. 

Some of the parts are ordered complete from sup- 
pliers; others get finishing touches at the airframe 
assembler. Meanwhile, the tooling-up process heads 
towards completion. The final assembling of all parts 
into the airframe does not start until about six 
months before delivery. The fabrication cycle is so 
timed that when the engines arrive they can be fitted 
into the frame and the bomber be ready for delivery. 

The time between order and initial deliveries varies 
greatly by type of aircraft. The smaller and lighter 
aircraft, such as basic trainers and liaison types, can 
be gotten off assembly lines in about eighteen months. 
The longest lead time for aircraft currently under 
order is thirty months for the B-52 jet-powered long- 
range bomber. The lead time for the B-47 is some- 
what less. Jet fighters, such as the F-86 Sabre, re- 
quired twenty-two months to twenty-five months be- 
tween order and initial delivery. 

The time between order and completion depends on 
the size of order and the current rate of production. 
If an initial order of, say, 300 of a certain type of 
fighter took nearly a year to fill, a reorder for the 
same number could probably be completed in six 
months. In the first month of deliveries (say, twenty- 
four months after the placement of the initial order) 
perhaps five planes would be delivered. In the second 
month, ten. By the fourth month, twenty to thirty. 
Possibly 135 planes would be assembled in the first 
six months, with fifty planes a month thereafter, 


1Engines are procured from engine manufacturers, directly by the 
Air Force rather than by the air frame producers. 


It Takes Time To Develop a Jet Fighter 
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Aircraft Capacity .. . and Employment . . . on the Upswing 
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Under such a schedule, the 300th plane would not be 
delivered until ten months after deliveries started, or 
until thirty-four months after the order was placed. 
The 600th plane would roll off assembly lines only 
six months later, perhaps thirty months after the 
second order. 


SPENDING THE MONEY 


In the background of the vast aircraft production 
operation is the constant flow of government funds: 
billions of dollars to finance current costs of materials 
and payrolls as well as to pay for finished aircraft 
coming off assembly lines. 

Before the outbreak of the Korean war, the flow 
of aircraft funds had become a fairly routine process. 
Congress was voting the Air Force a billion dollars, 
more or less, each year for aircraft and related items,! 
and an additional half billion dollars for Navy air- 
craft requirements. Orders placed with these funds 
were generating deliveries of aircraft at a rate of 
about 200 a month, with backlogs on manufacturers’ 
books approximating eighteen months’ production— 
roughly the length of the pre-Korea aircraft produc- 
tion cycle. 

The Korean war brought an abrupt end to this 
stable bookkeeping process. Vast sums of money were 
made available for aircraft procurement. In the 
waning months of 1950, more than $6 billion was 
voted by Congress, with another $3.5 billion tacked on 
in early 1951. 


The flood of new orders which cascaded upon the 
aircraft industry caused a minor log jam. Although 
production and deliveries were doubled in the first 


1Includes aircraft, guided missiles, spare parts, aircraft machinery 
and other items necessary to produce aircraft. 
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year of Korean operations, industry backlogs jumped 
from $3.2 billion to $11.2 billion by June 30, 1951. 
During the last fiscal year, another $15.5 billion in 
contracts was placed, pushing the unfilled orders fig- 
ure to more than $20 billion. 

Meanwhile, assembly lines have speeded up, and 
new plants are being tooled up for production at a 
rapid rate. Monthly delivery rates for aircraft and 
supplies have jumped from $1.7 billion (annual rate) 
before Korea to more than $5 billion now. 


PARTS INTO INVENTORIES 


But activity in the larger aircraft manufacturers, 
and their tens of thousands of suppliers, has increased 
much more than delivery figures would indicate. 
Parts and subassemblies are being turned out and 
stocked to serve as a base for the continued increase in 
deliveries. And most of the inventory buildup is be- 
ing financed by government payments, as can be seen 
from a compilation of data from eighteen companies 
accounting for nearly nine tenths of aircraft sales: 


Millions of Dollars 
1951 19650 
ales Bat eee vs dats Satcie Cin ake were Lame Meter 2,661 1,831 
Increase in inventories...............0ecccccecceee 839 40 


Progress payments made against inventory increases.. 627 28a 


aOn balance, more progress payments were transferred to the sales account than 
were received. 


These figures indicate that fabrication of unfinished 
items represented one fourth of aggregate production 
of aircraft and related items during 1951. The annual 
rate of increase in work in process during the first 
half of 1952 may be even larger in dollar expenditure 
though smaller percentagewise than in 1951. 

If production rates follow the pattern now con- 
ceived, deliveries of aircraft and supplies would con- 
tinue to rise, reaching in 1954 an annual rate of nearly 


BUSINESS RECORD 


$16 billion (see chart).1 Thereafter, deliveries are sup- 
posed to drift down to about $9 billion a year by 
1957—the outlay required to maintain a 143-wing 
USAF and a sixteen-carrier air group for the Navy. 

If the Treasury continues to make large advances 
to contractors to finance work in process, actual gov- 
ernment outlays will tend to outstrip the value of de- 
liveries while production is on the upswing: but there- 
after they may lag behind while deliveries catch up 
with money advances already made. 


THE LAG FROM ORDER TO PLANE 


Since it takes two years to get delivery on a plane, 
contracts are now being let for the anticipated peak 
deliveries of 1954. Order placements are now sup- 
posed to decline, leveling off at $9 billion in 1955 
(see chart). Even though new-order placements are 
headed down, they will still be higher than expendi- 
tures, at least until 1953. So backlogs should increase, 
reaching a peak of about $24 billion by mid-1953. 
Thereafter, expenditures will likely move ahead of 
new orders. Even so, backlogs should continue to ap- 
proximate nearly two years of production (the time 
it takes from order to delivery of a plane), and 
amount to somewhat more than $15 billion. 

Thus a total of about $70 billion is scheduled for 
aircraft and related items for the seven-year period 
of the aircraft program (mid-1950 to mid-1957). Ad- 
ditional billions are needed to build new air bases 
and aircraft carriers and to purchase the vast quanti- 
ties of supplies necessary to keep a modern air force 


1Excludes NATO aircraft. 
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in operation. Fuel, ammunition, communications 
equipment, motor vehicles and training equipment 
are some of the items that appear in Air Force and 
Navy budgets. Also, funds must be made available 
to feed, clothe, and pay the more than one million offi- 
cers and enlisted personnel of the USAF and Navy Air 
Force. 

Perhaps another $13 billion must be tacked onto 
the $14.5 billion asked for aircraft and related items 
in the 1953 Budget (see table) to get the full cost 
of our air-power buildup. The total of $28 billion 
compares with about $6 billion in the year pre- 
ceding the outbreak of the Korean war. The yearly 
cost of maintaining our air strength once we get there 
should be in the vicinity of $25 billion. 


MATERIALS 


Underlying these dollar figures are the real costs 
of building the nation’s air arm: the pounds of alu- 
minum, the tons of steel, the gallons of aviation fuel, 
and the man-hours of labor. Dollar figures as a meas- 
ure of the impact of the military program on the 
nation’s economy are only a rough approximation. 

A dollar spent for a knit sweater for a USAF 
mechanic is obviously less significant than a dollar 
spent for, say, cobalt for jet engines. In the first 
case, clothing is in good supply and purchases of these 
items by the armed forces do not have much effect on 
available supplies; in the second case, purchases are 
being made for an item in critically short supply. And 
it is the air force purchases of critical items that make 
the program so costly in the “real” sense. 


Aluminum Use in Aircraft Industry in World War II 
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In the assembly of an airframe, for example, approxi- 
mately one and one-half pounds of aluminum and a 
pound of steel are required to produce one pound of 
finished product. For engines, the raw metal require- 
ments are even higher. In addition, miles of elec- 
trical wiring and large numbers of special electronic 
tubes are required in a modern fighter plane. Bombers 
are heavily stocked with complex electronic and pho- 
tographic equipment. 

Exacting specifications for aircraft components 
imply large scrap losses from high-precision machin- 
ing and rejects. The tapered wing skins on one jet 
fighter, for example, are chipped from aluminum slabs 
with a 40% scrap loss; rough forgings are machined 
down with losses ranging up to 60%.! 


VAGARIES OF ALUMINUM DEMAND 


Thus the current rate of airframe and parts produc- 
tion of 10 million to 12 million pounds a month implies 
aluminum use of roughly 16 million pounds in air- 
frames, with perhaps another 3 million pounds in 
engines, propellers and accessories. Peak aluminum 
use in 1954 should be somewhere in the vicinity of 
35 million pounds to 40 million pounds a month. Three 
years later the requirements will be down to about 22 
million pounds. 

The curve of aircraft completions, however, is a 
poor measure of demand for aluminum for mills and 
foundries. The metal embodied in airframes goes 
through its melting and finishing process long be- 
fore the finished aircraft is rolled off assembly lines. 

Here, for example, is a typical schedule tracing alu- 
minum flow: 


Months prior to 
start of aircraft 
assembling 
Reservation for tota] aluminum requirements by air- 
crattumanulacturers ttn. set nc acne cee eae 9 to 12 
Detailedorder placed 2a... . oe sce ce ties ve ele Se 5 
Ingotsproduced aerate co 1c Mee us Lote ee eee 44 
Ingot formed into sheet, plate, etc.................-. 3 
Shipment jfrom sail yasmin. cst olele cresesoricler ele meke rete ee 2 
Inspection and warehousing at aircraft plant.......... 1 


Thus, when the aircraft production curve is pointed 
upward, aluminum ordering and production tends to 
exceed the assembly rate. The order backlogs on the 
books of the aluminum companies will increase as 
aircraft companies add to their aluminum inventories. 
When aircraft production levels out, inventories fol- 
low suit. The working of this process is best illus- 
trated by our World War II experiences. 


As aircraft production increased during 1942, 1943 
and part of 1944, aluminum shipments arrived at air- 
craft factories six to nine months ahead of scheduled 
aircraft completions, or, on the average, about three 
months before the metal was to be fabricated into air- 


‘Heavy forging and extrusion presses which are scheduled to be 
in operation by 1954 are expected to reduce scrap loss and rejects 
significantly. A new aluminum rolling mill capable of turning out 
tapered wing skins may reduce scrap loss still further. 
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How Air Power Funds Are Spent 
Obligations by fiscal years in millions of dollars 


1950 1951 1952 1953 
Arr Force 
Aircraft and related procurement 
Aircrattevsemsc = fee «ses set 771 | 3,034 
Component spares and spare 
Parts. staceats tise 361 | 1,967 
Aircraft machinery...........- 1 846 
Guided missiles.............+- 9 149 
Other cee cae. > cscsrur ae 113 800 
Other major procurement 
Weapons and ammunition..... 67 554 
Electronics and communication 
equipmentasyer te ee sce eee 132 436 
Other teeter ts 05 slay niet 96 879 
Maintenance and operation 
Aircraft maintenance supplies. . 111 458 
Mueland Olona 141 293 
Other supplies................ 121 804 
Logistic support............+. 368 672 
Operational support........... 168 310 
Other ccc osc. cane ee eis 223 550 
Military personnel requirements 
Pay and allowances........... 1,172 | 1,638 
Subsistence 2 ste te ede ese 78 148 
Others hrc ces trae es ares ee 58 115 
Research and development....... 200 325 
Acquisition and construction of real 
DPIOPELt yes. ape nwo e se So eniie 72 805 
Reserve, Air National Guard, other 154 165 
Ota Re 5 Se.<.e diets a> Sates 4,416 | 14,948 | 20,971 
Navat AVIATION 
Aircraft and related procurement 
Aircraft procurement.......... 541 | 2,861 
Guided missiles............... 12 101 
Other 235 titi oo eeomee ee 28 170 
Research and development....... 80 134 
Maintenance, operation and other 
Flight operations............. 88 135 
Aircraft overhaul............. 176 270 
Station operations............ 122 147 
Supporting equipment......... 29 136 
Others ecco ie Saas 29 115 
od Bh eee eee ee 1,105 | 4,069 


1Excludes pay, subsistence, and other costs not segregated from other Naval 
operations. aes 4 
aExcludes acquisition and construction of real property. 


Source: Department of Defense 


craft parts. Thus aluminum inventories of aircraft 
companies were being augmented by the amount by 
which future requirements exceeded current consump- 
tion (about 12 million pounds monthly). 

By late 1944, receipts of aluminum were reflecting 
the lowered projections of aircraft production, and in- 
ventories were being drawn on to support the then 
current fabrication requirements. 

The curves of aluminum requirements and inven- 
tories during the present aircraft buildup are likely to 
be similar to those of World War II, though on a much 
smaller scale. The aluminum consumption curve is 
scheduled to go up nearly a million pounds a month 
through the remainder of 1952 and 1953. This implies 
that deliveries of the metal to aircraft factories may 
go up from the current rate of perhaps 20 million to 
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25 million pounds a month to a peak of 35 million to 
40 million pounds early in 1953. This should be fol- 
lowed by a gradual decline in shipments to a level- 
out rate of about 22 million pounds a month by 1956. 

If aluminum deliveries lead consumption by three 
to six months, an inventory buildup of three million 
to five million pounds a month through the remainder 
ef 1952 and part of 1953 is indicated. 


STEEL DEMAND IN STEP 


The demand for steel as structural elements in air- 
frames should parallel the aluminum requirements 
curve at roughly two thirds the level (about one and 
one-half pounds of aluminum for every pound of steel 
in airframes). Even more important is the demand 
for aircraft steels in jet and piston (propeller-driven) 
engines. In the piston engines, for example, one and 
three quarters pounds of steel (almost all alloyed) are 
required for every pound of engine weight. Steel re- 
quirements per pound of jet engine may be even more, 
although the metals used in jets are so heavily infused 
with costly high-temperture alloys that there is some 
question whether the term steel is still applicable.? 

As the current air-power buildup gains momentum, 
piston engine production will doubtless begin to lag. 
In a few years, virtually all combat aircraft will be 
jet powered, with only transports, liaison and some 
trainer aircraft depending on the older-type power 
plant. Current piston engine production will proba- 
bly not increase much from the current rate of a few 
hundred a month. That production rate would re- 
quire only a few million pounds of alloy steel a month. 


Jet aircraft are now coming off assembly lines at 
a rate of about 400 to 500 a month. Since some of 
these are multiengined bombers, the number of jet 
engines installed in these aircraft is perhaps somewhat 
over 600. Figuring an average of one and one-half 
spare engines for each engine installed puts monthly 
jet-engine production at about 1,500. Although the 
peak of all aircraft production is scheduled to be 
reached late in 1953, jet aircraft output is supposed to 
continue upward after that date. If the peak of jet 
aircraft deliveries is, say, 850 a month, jet engines in- 
stalled and required for spares may amount to 2,800. 
(The number of engines installed may amount to 
1,250—a somewhat higher ratio of engines to planes 
than now, owing to increased production of multi- 

1This is substantially less than was contemplated before the 
program’s stretchout. Aircraft planning during the summer of 1951 
called for tripling production rates during the following twelve 
months. Such an acceleration of fabrication iat nie 
soe Let ars hacen eta ‘the first half of 1952 for all 
military use were to be up more than 50% over shipments in the last 
half of 1951. But, coincident with the stretchout, the Defense Depart- 


ment pared its requests for aluminum for the first half of 1952 to a 
level eaty a third higher than in the last six months of 1951. 


2One important alloy is composed mainly of cobalt (44%), nickel 
(20%), and chrome (20%). Its iron content is only 3%. Another 
alloy contains 67% cobalt; a third 78% nickel. 
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engined bombers. However, improved jet power 
plants and overhaul procedures may bring the number 
of spare engines required down significantly.) 

A rise in production from 1,500 to 2,800 engines a 
month implies a present increase in jet metal re- 
quirements of 9 million or 10 million pounds a month 
to roughly 17 million pounds at the monthly peak. 


ALAN GREENSPAN 
Division of Business Economics 
‘Includes metal for spare parts. The ratio of metal requirements 
per engine will probably remain very stable over the next few years. 
Engines will be getting larger as more power is built in, but a decline 


in the number of overhauls required will reduce the spare parts 
requirements. 


Business Forecasts 
(Continued from page 211) 


1953. . . . If there is a recession in 1953, it will be quite mild. 
There is a good possibility that the increase in expenditures 
by state and local governments and in outlays on housing, 
commercial construction, and personal consumption will more 
than offset any drop in outlays on plant and equipment. But 
the mere fact that the demand for goods may be greater in 
1953 than in 1952 does not assure that the increase in demand 
will be sufficient to absorb the growth in the labor force and 
prevent a rise in unemployment.” 

Dr. Robert A. Love, director, evening and extension divi- 
sion, City College (in an address to the Graphic Arts Indus- 
tries, April 25)—“For the coming months. . . I should expect 
a continued spending of the forces now in operation, with the 
net result of continued high-level activity.” 


Bureau of Agricultural Economics (Demand and Price 
Situation, released May 12)—“‘Although no major changes 
in inventory are anticipated in 1952, a continued gradual 
reduction in retail stocks may occur. . . . Consumer purchases 
are expected to pick up moderately in 1952. With prospects 
for higher wage rates and a further slight increase in em- 
ployment as the defense program expands, consumer incomes 
after taxes probably will continue to rise during the year. . . 
Anticipated changes in expenditures for goods and services 
by the government, businessmen and consumers indicate that 
the combined flow of spending by the end of this year may be 
around 4% larger than a year earlier. The rise in output is 
expected to be at least as large as the increase in spending in 
view of the large volume of new plant and equipment installed 
during the past year. Such an increase in output probably 
would limit any upward pressure on prices. But prices may 
continue to rise gradually in the metals and metal products 
industries where both demand and costs are increasing. 
Wholesale prices in general declined during the first quarter 
of 1952 and some further weakness may develop if prospects 
for a record output of farm and food products materialize. 
The demand for farm products is expected to continue strong 
this year, even though exports may be down from the high 
levels of last year. . . . A smaller volume of exports and 
slightly lower unit prices may reduce the value of agricultural 
exports in 1952 by about one tenth from the relatively high 


(Continued on page 244) 
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The Steel Picture 
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SELECTED BUSINESS INDICATORS 


Employment at Year-ago Levels 
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1952 1951 Percentage Change 
Item Unit i : Latest Month | Latest Month 
vi 
Aprilp | March February April  aetagFo> vie 

Production and Business Activity— 
Industrial peers totall\(S) i ccrtes cette 1935-39 = 100 Q17 220 222 223 -1.4 —e sal I 
Durable woods .(S) sree etic se see nas 1935-39 = 100 Q7T7 282 283 279 -1.8 —0.7 
Nondurable goods (S)...............06- 1935-39 = 100 186 188 190 198 -1.1 -6.1 
Mineralsn(S)Pa-e hoe oe 3 ee oe ees Bie ois 1935-39 = 100 162 164 167 164 -1.2 -1.2 ! 
Consumer durables (S)...............0008 1947-49 = 100 n.d. 107 103 160 +3.9 —33.1 
Machine! tools tere: :)s ie ciecesntrscs orsterers 6610. cua 1945-47 = 100 309.7 |r 299.5 279.6 157.7 +3.4 +96.4 | 
Construction contracts awarded, residential.|} million dollars 682 593 396 591 +15.0 +15.4 I 
Construction contracts awarded, other...... million dollars 916 729 489 784 +25.7 +16.8 
Retailisaless(S) fo. cc ccis camer tre cae es million dollars 12,610 |r 12,398 |r 12,862 12,285 +1.7 +2.6 ' 
Retail inventories (S)?................008- million dollars n.d. 17,833 |r 17,975 19,743 0.8 -9.7 | 
Department store sales (S)................ 1947-49 = 100 104 105 |r 106 104 -1.0 0 ; 
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Carloadings: total? tyr ot)... We 2.5 ei thousand cars 731 718 127 789 +1.8 er 
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Finance and Government— 
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Federal budget receipts................... million dollars 4,323 9,886 5,553 2,626 -56.3 464.6 
Federal budget expenditures............... million dollars 6,016 5,704 5,105 4,007 +5.5 +50.1 | 
Defense expenditures..................... million dollars 4,227 3,904 3.555 2'399 +8.3 476.2 | 
Federal budget surplus or deficit, cumulative§| million dollars —5,032 —3,339 -7,521 43,761 
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Survey of Business Opinion 


linesv2: 


hopes which American industry originally held 

for the year 1952. Within the past few months, 
companies in almost half the twenty-eight manufac- 
turing industries represented in the current survey of 
business opinion have seen the business outlook dark- 
en from the bright picture they beheld in December, 
1951. As a result, less than 40% of the 228 cooperating 
companies now expect to surpass last year’s sales fig- 
ures in 1952. 

A variety of opinions is set forth for this sudden 
change in the business outlook. Some executives be- 
lieve that the postwar boom is nearing an end, and 
a return to a “normal” level is indicated: 


A AIR of pessimism has tempered the high 


“We detect a good deal of softness in the economy at 
the present time. An adjustment has been going on in 
soft goods and we are now experiencing a similar adjust- 
ment in consumer durables. We have come to the con- 
clusion that the rate of manufacture of consumer durables 
during 1951 was in excess of normal by 20% to 25%. 
This was due to the final catching up with all the deferred 
demand and the scare buying following the crisis in Korea. 
We expect that the durable goods industry will have to 
drop back to the normal level and that this adjustment is 
now under way.” 


In other instances, the decline in the outlook for 
1952 is attributed to increased competition resulting 
from a high rate of production, coupled with the grow- 
ing availability of materials that formerly were in 
short supply: “The whole country obviously under- 
estimated the terrific productive capacity of Ameri- 
can industry once again. We now have to get out 
and sell in order to move our product.” 

The tapering off of the national defense effort has 
left gaps which many companies will have difficulty 
in filling with civilian goods. And strikes and labor 
unrest will also cut production and sales in some in- 
stances. 


SALES PICTURE LESS FAVORABLE 


The profits outlook, too, has taken a turn for the 
worse since the end of 1951. Lower sales, coupled 
with higher taxes and increasing wage rates, are now 
expected to drop the net profit figure below the 
1951 level in two thirds of the cooperating companies. 
And because of the poor profits picture, a few com- 
panies have recently decided to cut their capital 
expenditure program below the original budgeted fig- 
ures, in an effort to stabilize their financial positions. 


JUNE, 1952 


FADING OPTIMISM 


Only forty-seven of the cooperating companies in- 
dicate that they now expect to achieve more sales in 
1952 than they had foreseen at the end of last year. 
And in most of these cases, the improved outlook is 
a direct result of the recent relaxation of government 
controls, for the bulk of the more optimistic com- 
panies are in the automobile and construction indus- 
tries and their associated and allied fields. 

Far outnumbering these companies, however, are 
the eighty-seven which feel that the ’52 sales picture 
is now less favorable than it was last December. 
These companies, in the electrical, machinery, 
foundry, leather, paper, hardware and stone, clay 
and glass industries, have all lowered their sights 
for 1952 in the past few months. 

Sixty-eight other companies report that their sales 
outlook for 1952 has not changed recently. But even 
in this group, a large number are associated with the 
construction and automotive industries and “were it 
not for relaxation of government controls the future 
would be rather bleak for us.” 


IMPACT OF "STRETCHOUT" 


Most often mentioned as a factor in the sales out- 
look for the year is the impact of the defense stretch- 
out. In some instances, the effect won’t be felt for 
a few years. In others, it has been noticed already. 
And in many companies a great deal of uncertainty 
about the future has been engendered: 


“Because we have such a large percentage of our busi- 
ness in defense work, the trend of sales will depend 
largely upon what government policies are as to the 
defense program. In general, the outlook for this company 
is clouded because of the many unknowns in the inter- 
national situation. Our manufacturing capacity is almost 
completely filled up, so that any emergencies which would 
cause additional demand would have little effect, while 
any reduction of the defense demand would have a big 


effect downward.” 
* * * 


“Business is spotty. Some of our departments are busy, 
while others are not. It depends upon the end use for our 
products and naturally whether some of them enter into 
direct or indirect defense while others do not. Much de- 
pends upon the extent to which sales for defense may 
replace civilian requirements.” 


Despite the lowered optimism, sales in 1952 will 
remain at a high level. In fact, almost as many com- 
panies (seventy-nine) expect to surpass last year’s 
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figure as expect to fall below it (ninety). And another 


large group (thirty-two) expect the result of the 
two years to be comparable. 


BACKLOGS OFF 


Backlogs have dropped from the January 1 level 
in 44% of the companies reporting. And in an addi- 
tional 34% they are at the same level as at the begin- 
ning of the year. Only in the building materials and 
instruments and controls industries has there been a 
noticeable rise in unfilled orders. In many cases, the 
declines in backlogs are owing to seasonal factors. 
But in others they are caused by a “general falling 
off in inquiries and orders.” A few companies, in fact, 
report that their backlogs are at the lowest level since 
the end of World War II. And others point out 
that it is primarily defense contracts that are keep- 
ing back orders on the books. 

The outlook is for a continuing drop in backlogs. 
More than half of the reporting companies indicate 
that their lists of unfilled orders will be further re- 
duced within the foreseeable future, while only one 
quarter look for a rise. 


INVENTORIES SATISFACTORY 


Inventories are generally satisfactory in view of 
the current sales and backlog picture, according to 
cooperating executives. Less than 10% report that 
their stocks are short at present and in only one indus- 
try—electrical appliances and supplies—is this a 
common situation. Special steels and nonferrous 
metals are in tightest supply. 

Twenty-six per cent of the companies indicate that 
their inventories are excessive at present, “and steps 
are being taken to reduce them.” Excessive stores 
are prevalent in the industrial machinery, machine- 
tool, textile and automotive-equipment industries. 

Inventories are undergoing close surveillance at 
present. Many companies indicate that their inven- 
tories would go higher were it not for tight internal 
controls: 


“We are now exercising greater vigilance in inventory 
control than at any time since 1946, since it is our opinion 
that supplies will be available though not abundant.” 


EXPENDITURE PLANS UNCHANGED 


Despite the present trend toward pessimism, busi- 
ness conditions have not forced many companies to 
change their planned capital expansion and improve- 
ment programs. Only one company in seven indicates 
that its expenditure plans have been altered since 
the beginning of the year, and only one third of these 
have indicated that “we have definitely curtailed our 
program of capital expansion. Expenditures, except 
of the greatest urgency, have been cut off.” 

On the contrary, some companies have deliberately 
maintained their capital expenditure programs: 


“We have not yet reached a point in curtailing capital 
improvements and expansion programs because, with the 
high cost of labor, we must be able to produce efficiently 
to stay competitive and make a profit. Our capital ex- 
penditures are at about the same level as last year.” 


Other companies would like to spend more on im- 
provements, but point out that “the present tax situ- 
ation discourages undertaking additional important 
expansion which demand for our products might 
otherwise justify.” 

Industry will spend only slightly less on capital ex- 
pansion programs in 1952 than in 1951, cooperating 
executives point out. Thirty-one per cent indicate 
that their companies’ programs are smaller than last 
year’s, an equal amount state that their companies 
will spend approximately the same as last year, and 
38% say that their companies are spending less than 
in 1951. However, many of the organizations will not 
equal last year’s figure only because major expansion 
programs were completed in 1951: 


“There has been no change in our plans for plant ex- 
pansion and improvement in 1952, mainly because these 
plans were substantially completed in 1951, with final 
completion scheduled during 1952. Plant expenditures 
during 1952 will be considerably less than for last year.” 


PROFITS DOWN 


Profit outlooks have been altered in the past few 
months in more than half of the companies providing 
information to THE CoNFeRENcE Boarp on this sub- 
ject. In most instances, these revisions were in a 
downward direction. And 66% of the cooperating 
executives now believe that their companies will have 
lower net profits in 1952 than in 1951. 

Before taxes, almost 30% of the companies expect 
to exceed the 1951 profits figure and 17% expect to 
equal it. But 53% will fall short. After taxes, how- 
ever, only 16% anticipate more profits than in 1951, 
while.18% hope to equal last year’s figure. 

With only three exceptions, every industry group 
expects to earn smaller net profits than in 1951. The 
exceptions are the petroleum industry, which expects 
to improve its position despite scattered price drops, 
and the food and miscellaneous metals industries 
which predict that they will equal last year’s net 
profits picture. In some industries—notably the 
electrical machinery, instruments and controls, hard- 
ware, steel, leather and paper groups—not one single 
company hopes to earn more profits after taxes than 
last year. 

Four factors are most prominently credited with 
the anticipated drop in net profits: 


¢ Price cuts which will force margins down in many 
industries. 

® Increased labor costs “plus the reflection of labor 
costs in purchased materials which are bound to result 
from the steel settlement.” 
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® The increased tax-rate structure. 
© Renegotiation. 


Following are summaries of the changes in outlook 
for the year for the industries covered in this survey. 
Although they offer a synthesis of the trends and 
opinions reported, they may not necessarily be repre- 


sentative of over-all conditions existing within each 
industry. 


METAL INDUSTRIES 
Air Conditioning 


Only one of the three cooperating air-conditioning 
companies now finds more cause for optimism about 
the sales picture for 1952 than it did at the end of 
last year. This company reports that “the sales out- 
look for 1952 is a little more favorable at present 
than it was last December. Our budget calls for an 
increase of 25% in total sales over 1951, and it now 
begins to look as if we would exceed that somewhat.” 
It attributes the current favorable outlook to an in- 
crease in its backlog of civilian orders: 


“Our backlog is up about 20% as of January 1 for regu- 
lar business. As for defense business, we loaded ourselves 
up back in 1951 and there has been no change in that 
picture. At present, orders are not coming in as fast as 
anticipated but this situation is changing rapidly, primarily 
due to the lifting of some controls on construction.” 


The other two reporting companies are more 
gloomy. One reports that “the sales picture for 1952 
has deteriorated progressively for some months. At 
the moment we would expect 1952 sales and ship- 
ments to run about 30% lower than 1951.” Backlogs 
for both companies are down from the January level, 
and one writes that it expects a continuing decline in 
unfilled orders. 

Inventories in all three companies are large, but 
one states that its inventory is “not, in our opinion, 
excessive.” The remaining two manufacturers are 
taking steps to reduce theirs. 

None of the air conditioners has changed its capital 
outlay plans for the current calendar year. Two of the 
companies expect expenditures this year “will follow 
last year’s patterns rather closely,” while the third is 
“currently buying machinery to fulfil defense con- 
tracts and the inclusion of these expenditures will 
mean a substantial increase in the capital outlay.” 

Profits before taxes are still expected by all three 
companies to be less this year than last. Only one, 
the company that expects higher sales, anticipates an 
improvement in “after-tax” profits. And here, the im- 
provement is due primarily to a more favorable ex- 
cess-profits tax picture. 

This company explains: 


“Margins will be off so that net before taxes is apt to be 
less than in 1951. But with increased volume and an im- 
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proved excess-profits tax base, net after taxes should be a 
little better.” 


Automobiles and Equipment 


Although the sales outlook for 1952 has remained 
steady or improved since December for eight of the 
nine reporting companies, the automobile and auto- 
motive-equipment industry still does not expect the 
year to be as good as 1951. In fact, the profit picture 
has actually become worse since the beginning of the 
year for four cooperating firms. 

The rescheduling of the armaments program has 
accounted for much of the change in this industry’s 
outlook. As one company points out: “The sales pic- 
ture for 1952 is less favorable than it was last Decem- 
ber. With a more adequate supply of raw material 
available, competition has become increasingly keen. 
We expect at this time an approximate decrease of 
5% in 1952 dollar sales as compared with 1951.” 

But another company indicates: 


“The sales picture is slightly better than was anticipated 
at the end of last year. It now appears that the cutback 
in passenger-car production will not be so large as was 
originally stated. This is offset somewhat by the length- 
ening of the defense program. We shall not be so heavily 
engaged in war work during the year as was originally 
thought.” 


To summarize the sales picture for the industry, 
four companies look at sales more optimistically now 
than in December, four report no change, and one has 
revised its estimate downward. Six companies expect 
lower sales this year than last, while only one expects 
a rise—amounting to “‘approximately 50%.’ The 
decreases reported were “somewhat less,” 5%, 10%, 
10%-15%, 15%-20% and “down 16% exclusive of one 
new product which we are now developing.” 

Backlogs are down in four of the six companies 
providing information on this subject. The drops 
reported were in the range of from 7% to 10%, al- 
though one executive described his company’s back- 
log as “considerably lighter than it was on January 
1.” One company reported no change. And only one 
company reported an increase in backlogs—due to 
“introduction of new automobile models in March.” 
This manufacturer also stated that its outlook for 
backlogs is “excellent. It appears now that we can 
sell all the cars we can produce for several months 
at least.” Inventories are considered “on the high 
side” by three companies, while three indicate that 
they are “satisfactory.” 

Seven out of eight automotive companies report 
that current conditions have not forced them to 
change their capital appropriation plans for the year. 
The eighth, however, states: “We are taking a 
‘breather’ and have definitely altered our capital im- 
provement and expansion program since the begin- 
ning of the year.” Capital expenditures for the group 
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during 1952 will be “substantially less than in 1951” 
for two companies, “reduced by at least 50%” for 
one, and “the same as 1951” for two. On the other 
hand, the 1952 expenditures of two other firms will 
be 2 and 21% times those of 1951. 


The outlook for profits has changed since December 
in five out of six reporting companies. One of these 
changes is for the better, “due to higher production 
schedules and price adjustments under the Capehart 
Amendment;” while the other companies report that 
the profit outlook has changed downward in the past 
few months, due, in one case, to “increasingly competi- 
tive conditions.” Profits before taxes will be “lower,” 
“slightly less’ and down 10%, 15% and 50% over 
the year, for five companies, and will be the same as 
in 1951 for another. One company expects a rise of 
40% before taxes. This same manufacturer looks 
for an 8% increase in profits after taxes. But four 
others anticipate their net profits will be “slightly 
less,” and three say theirs will be down 15%, 15% 
and 40%, respectively. 


Electrical Appliances and Supplies 


“The sales picture for 1952 now appears less favor- 
able than it did last December. However, we still 
expect an increase in billings for 1952 over 1951.” 
That statement is typical of the feelings of five of 
seven electrical appliance and supply companies re- 
garding the current sales outlook. Two other manu- 
facturers report they have made no change in their 
1952 anticipated sales figure since December. One of 
the less optimistic companies reports that: 


“The sales picture is less favorable now than it was last 
January, not because of any substantial decrease in volume, 
but because of the letdown in consumer buying in recent 
weeks. The lack of consumer business is presently being 
offset by higher defense production, however.” 


Sales for the year are expected to overshadow those 
of 1951 by 10%, 15%, 18%-20%, 33% and 100% 
for five companies, while one expects to be “adversely 
affected by the defense spreadout,” and another’s new 
business is expected to “fall off by 10% from the level 
of last year.” 


Two companies report that their order backlogs 
have been reduced by about 10% since January of 
this year, while a third reports that its backlog is 
“somewhat lower.” Two other companies have noted 
no change in their lists of unfilled orders, while the 
backlogs of three manufacturers have increased by 
6%, 17% and “a very large amount due to shortages 
in copper and steel and parts made out of these 
metals.” The outlook is for a reduction of backlogs 
in four out of six reporting companies. As one execu- 
tive put it: 


“Our backlog is about the same as that of January 1, 
1952. We anticipate reducing it substantially because of 


our own expanded production, extensive use of subcon- 
3 : : @ 
tracting and a lower rate of incoming orders. 


One company, a manufacturer of electronic test 
equipment, reports, however, that “our backlog of 
unfilled orders is approximately 17% higher than it 
was January 1, 1952, and at the present time is in- 
creasing each month. We expect that it will continue 
to do so until later in the year, at which time we 
expect to have increased our output.” The sixth firm 
expects no change in its backlog situation. 

Inventories are satisfactory in five out of nine 
companies reporting. Only one reported a “slight ex- 
cess in relation to sales,’ while two manufacturers re- 
ported inventories “on the short side, but not a prob- 
lem.” The ninth company indicated it has “small 
inventories because of the delay in getting supplies.” 


Capital improvement and expansion programs have 
not been altered since January in eight of the nine 
electrical appliance and supplies manufacturers. Three 
of these companies expect to spend more on plant this 
year than last, ranging from “somewhat more,” and 
“one third in excess,” to “five to six times the expen- 
diture in 1951, because we are constructing a new 
plant.” The companies reporting a lower capital ex- 
penditure in 1952 say it will be down by 40%, 20%, 
and “considerably less” than in 1951. One company 
reports no change over last year’s figure. The one 
executive who reports an alteration in his company’s 
capital expenditure program since January indicates 
that his organization will now spend about the same 
as last year on improvements and expansion. 


The profits picture has deteriorated since January 
for three of the companies and remained the same for 
five, according to the cooperating correspondents. 
The outlook for profits for the industry this year is 
mixed, with four companies expecting higher profits 
before taxes (“slightly higher,” “favorable,” “up 10%,” 
“double 1951”); two “the same;” and two lower (“un- 
favorable” and “down 5%”). After taxes, the 1952- 
1951 comparison is not so favorable, with four com- 
panies anticipating lower profits (“lower,” “below,” 
“down 10%,” “down 10%”), and for two “the same.” 
Two companies, on the other hand, expect the com- 
parison to be “favorable” and “approximately double 
1951.” The latter company points out: “A factor 
that has worked in our favor in maintaining a satisfac- 
tory profit ratio before taxes is that we have sold a 
number of each of several specially designed machines. 
Normally, we would sell only one or two of a type 
of custom-built equipment, and now we have sold as 
many as twenty or thirty of some types, which of 
course has made our engineering-cost ratio much 
more favorable.” 


Another executive indicates that profits in his 


company are closely tied in with the outcome of the 
steel labor dispute: 
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“The manner in which the government has intervened 
in the steel labor case indicates that any new wage in- 
creases may be expected to come out of profits. To this 
extent the profits outlook has deteriorated since the first 
of the year. We had expected our improved plant to offset 
the trend in 1952 toward lower profits as compared with 
the preceding year. But if increased costs cannot be passed 
along in higher selling prices, we will be fortunate if 1952 
profits before taxes are as good as those for 1951. Profits 
after taxes are expected to be lower for 1952 than for 1951.” 


Electrical Machinery 


The return of the salesman is indicated in the re- 
ports of the electrical-machinery manufacturers. Only 
one company reports a 1952 sales picture that is as 
favorable now as it was at the end of last year. And 
in this company a “moderate increase over 1951” is 
expected. In four other companies, however, the sales 
picture has worsened, while one provided no informa- 
tion on the current outlook. Sales for the year for 
the latter five companies are expected to be “less,” 
“smaller” and “5%-8%,” “10%-15%” and “15% less” 
than in 1951. Competition and restrictions on mate- 
rials will account for the poor showings. One execu- 
tive believes that “there is no question that the day 
of the salesman is arriving again, and concerns which 
recognize and prepare for this will probably be the 
most successful.” But in another company the trend 
of sales will depend largely upon what government 
policies are as to the defense program. 

Current backlogs for the industry are “20% higher,” 
“the same,” “about the same,” “down 15%” and 
“reduced 30%” when compared with the January list 
of unfilled orders. One of the companies reports, how- 
ever, that although “our backlog will be reduced about 
30% throughout the year, we will end the year with 
a backlog of six months’ work at current rates, so 
there is not much to worry about.” And another com- 
pany reports that “the outlook for increasing our 
backlog is not favorable, because of current uncertain- 
ties and continued consumer reluctance to buy.” 
The remaining four companies did not report on the 
backlog outlook. 

Inventories are “normal” or “satisfactory” in four 
out of six companies. One company attributes its 
good inventory position to the fact that “we are now 
exercising greater vigilance in inventory control than 
at any time since 1946, because it is our purchasing 
department’s considered opinion that supplies of 
metals, principally steel and copper, will be available 
although not abundant.” And another company, 
pointing up the delicate balance in the availability of 
steel, indicates: 


“As of the moment, the inventory is adequate, but a 
steel strike would quickly cause retrenchment of our manu- 
facturing operations.” 


One company feels that its inventories are slightly 
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high, “in view of our forecasted sales picture and the 
possible softening of material prices.” 

Only one of the six electrical machinery manufac- 
turers reports any change in its capital expansion 
program since the beginning of the year. The con- 
troller writes: “We are expanding our capital improve- 
ment program as a part of a concerted cost-reduction 
effort.” Expenditures, however, will be “greater than 
1951,” “30% ahead,” and “double or triple those of 
last year, when our expenditures were exceedingly 
small” in three companies which are spending more 
in 1952 than in 1951. On the other hand, one com- 
pany reports that “our capital improvement program 
will call for less expenditure this year than last year, 
not because we have any fear of the future, but be- 
cause we will have no expansion program which will 
necessitate any major expenditure.” And two other 
companies report that their expenditures will be less 
this year because of completion of large’ expansion 
programs in 1951. 

Profits are expected to be the same as in 1951 or 
lower in all five companies reporting on this question. 
Before taxes, two companies expect no change, while 
in three others they will be “lower,” “less” and “one 
third less.” After taxes, profits will be “the same,” 
“lower,” “lower,” “less” and “40% less.” One execu- 
tive makes this point, regarding prospects for the 
future: 


“We expect our 1952 profits before taxes to be approxi- 
mately the same as 1951, and lower only to the extent of 
the higher tax rate. As suppliers to the automotive indus- 
try, we do not know, nor do the car manufacturers know, 
what their sales will be with expanded allowable produc- 
tion. Many manufacturers may get unduly alarmed about 
their inventories and declining sales, and could conceivably 
dump inventories, which would strengthen consumer re- 
sistance and could mean a moderate recession for the last 
half of this year and perhaps throughout 1953.” 


Foundries 


Present indications are that 1952 will not be so 
favorable a year in the foundry industry as was 
thought in December, 1951. The sales picture has 
grown worse for five of the seven companies and has 
not altered appreciably for the other two. It is ex- 
pected that bookings for 1952 will be the same as those 
of 1951 in two companies. Four others report that 
their sales will be “slightly less,” “down 10%,” “down 
10%” and “lower by 15-20%.’ One company did 
not report. 

Backlogs are “steady,” “unchanged” and “the 
same” as they were on January 1 in three companies, 
and are “reduced,” “unfavorable,” “less” and “down 
18%” in four others. The outlook is for little increase 
in backlogs in the industry. As one executive stated: 


“Since the first of the year, our backlog of orders has 
remained very steady, and there has been no material 
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fluctuation in our profit margins on recent orders. How- 
ever, there is a growing feeling in our organization that 
our civilian work will decrease in the coming months, and 
that we can only maintain our present sales volume by 
increasing the amount of defense work we have.” 


Summarizing the outlook on backlogs, three com- 
panies expect no change, while two others expect 
them to lessen. Two others did not reply to this 
question. 

Inventories are satisfactory in five of six reporting 
companies. The sixth states that they are “somewhat 
excessive.” 

There will be little capital expansion in 1952. Only 
two companies have changed their expansion plans 
since the beginning of the year, both in a downward 
direction: “We have very decidedly altered our capi- 
tal improvement and expansion program, and will 
spend very little money during our current or next 
fiscal year for any major improvement.” Actual ex- 
penditures will be the same in 1952 as in 1951 in two 
companies, and slightly less in a third. One company 
reports a decrease of 67% in its improvement pro- 
gram. The feeling in another foundry is that “expan- 
sion at this time, unless of the direst necessity, should 
be avoided.” And another company points out: “Cost 
reduction rather than expansion is the criterion for 
capital items currently.” 

The outlook has worsened in all four companies 
reporting a change in the profit picture. Increased 
labor costs are responsible in one company: 


“Our profit outlook has changed for the worse in the 
past three months by reason of reduced volume, and we 
expect 1952 profits to be substantially lower than 1951, 
both before and after taxes. Increased labor costs would 
account for this, along with the reflection of labor costs in 
purchased materials which is bound to result from the steel 
settlement.” 


And another company reports: 


“The outcome of the current steel wage and price situa- 
tion will have a material effect upon this fabricator, as it 
will on all members of our group. Unless adequate selling- 
price relief is granted us at the same time that we are 
forced to pay more for our steel and our labor, our 1952 
profits before and after taxes will be less than in 1951.” 


Profits before taxes are expected to be “the same 
as last year” in two companies, “less” in two, “down 
10%” in one, and “substantially less” in another. 
After taxes, profits will be “the same” in one company, 
“Jess” in three, “down 15%” in one, and “substantially 
less” in a sixth. No rises in profits before or after 
taxes are expected. 


Hardware 


The sales picture for 1952 is now less favorable than 
it was in December, 1951, for five of the nine hard- 
ware companies cooperating in this survey, while four 
companies indicate that the year should be better 


than was anticipated. However, only two companies 
expect the year’s sales to exceed the 1951 figures—one 
by 10%, “because of certain special defense business;” 
and one by 25%, resulting from “our capital expendi- 
tures and the volume in sales we expect to gain from 
the broadening of our lines.” 

Two companies expect 1952 to yield the same 
amount of sales as 1951, while five companies expect 
the year to be “down,” “weaker,” and down by 10%- 
15%, 20% and 35%. One company expects that 
“the second and third quarters of 1952 will show a de- 
crease of around 30% in sales, but we look forward to 
having better business for the fourth quarter.” 

Current backlogs are down from the January 1 level 
in eight reporting companies, and “the same” in the 
ninth. Comments on the diminished backlogs indi- 
cate that they are “off 25%,” “practically nil,” “greatly 
depleted,” and “considerably less.” The outlook is 
for a continued drop in backlogs in three companies, 
with an anticipated elimination of backlogs in a large 
tool company. Only one company expects a “pickup 
by the middle of the year; however, I don’t see any 
lasting quality in this pickup.” 

In view of the drop in new orders and backlogs, 


.three companies feel that their inventories are “too 
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large,” “slightly on the heavy side,” and “excessive.” 
The other six hardware manufacturers, on the other 
hand, consider their inventories satisfactory, although 
several indicate that they border on the excessive: 
“satisfactory to moderate”; “satisfactory”; “we don’t 
consider our inventory excessive, first, because we, 
after all, are a service organization, and second, be- 
cause we are in an excellent liquid position”; “large 
and satisfactory”; “satisfactory to high”; and “satis- 
factory.” 

Changes in capital expansion programs since Janu- 
ary are indicated in but two of the nine hardware 
companies, and both of these have been changes 
which will result in smaller capital outlays than were 
originally planned for the year. One of the two com- 
panies states: “We have altered our plans for capital 
improvement since the beginning of the year, and 
have had to cut down on them drastically. Unless 
business improves most decidedly, our capital expen- 
diture this year will be only about 10% of that of 
last year.” 

Comparing .expenditures contemplated in 1952 
against those made in 1951, five companies point out 
that they will spend “considerably less,” “a little 
less,” “lighter than last year”, “10% of 1951,” and “off 
15%.” Two companies, on the other hand, expect to 
spend “considerably more than last year,” owing in 
one case to “an increase in our defense work.” And 
one company indicates no change from the 1951 capital 
expenditure figure: 


“We have not yet reached a point of curtailing capital 
improvements and expansion programs, because with the 
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high cost of labor we must be able to produce efficiently 
to stay competitive and make a profit. Our capital expen- 
ditures are at about the same level compared to last year.” 


The outlook for profits has changed since December 
in four of the nine hardware companies. The changes 
have been in a downward direction, owing to “higher 
costs,” “necessity of reducing prices,” “the tax situ- 
ation,” and “lower volume.” Profits before taxes 
are expected to be “slightly higher than in 1951” for 
one company, and lower by 20%, 23% and 25% in 
three others. An additional three just say that profits 
before taxes will “drop.” After taxes, none of the co- 
operators expect to better 1951 profits. One company 
expects to equal last year’s results (“contingent upon 
the steel settlement”), and the eight other manufac- 
turers expect to make poorer showings. The drops will 
be “lower,” down 20%, down 25%, down 25%, and 
“not more than 20% of the profit of last year.” 


One executive sees the year shaping up this way: 
“Our profits for the first six months of this year will 
about compare with the first six months of 1951. I think 
in the last six months this year we'll be looking into a 
rather gloomy picture, with little reward for our effort.” 


Heating and Plumbing 


Six of the nine heating and plumbing companies 
indicate that their December, 1951, forecasts of new 
business for 1952 need no revision at the present time. 
These companies point out that the sales picture is 
neither more nor less favorable now than it was in 
December. On the other hand, two of the nine com- 
panies expect new billings to be less than anticipated, 
and one expects them to be more than was foreseen in 
December, largely because of “an increase in defense- 
contract sales.” 

Four companies expect orders received in 1952 to 
exceed those received in 1951 by 10%, 10%, 15%, 
and 20%. Two manufacturers expect the two years 
to be on a par, and three look for decreases amounting 


to 5%, 8%-10%, and 20%. 


Backlogs for the industry are generally at the 
same levels now as they were in the beginning of 
this year, although two companies reported reduc- 
tions: 

“Current backlogs are about half what they were a year 
ago. However, current backlogs are much firmer than those 
of a year ago.” woe + 


“Current backlogs are off about 15%. Inquiry and sales 
for December, January, and February were considerably 
less than production; so much so that in February we re- 
duced production, and at the reduced production March 
bookings a little more than equaled it, so there has been 
some slight buildup in the backlog as of March 31 over 
February 29.” 


One company reported “higher” backlogs at the 
present time. 
The outlook for backlogs is for improvement in four 
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companies, due, in some instances, to the seasonality 
of the companies’ sales. One manufacturer, on the 
other hand, says: “I would not expect our backlogs 
to increase very greatly; in fact, we will probably cut 
into them during the year, by reason of the increased 
production which we have been able to achieve.” 

Inventories are considered “satisfactory” by five 
of the eight reporting companies. Three, however, 
consider them excessive and unbalanced: 


“The trouble with our inventories is unbalance. If the 
material situation becomes easier, it will permit us to get 
our inventories into better balance, and might make it 
possible to reduce them by 20%.” 


None of the heating and plumbing manufacturers 
has changed its capital-expenditure plans since the 
beginning of the year. And none expects to spend 
more on expansion and improvements this year than 
was spent in 1951. Four companies will equal last 
year’s expenditures, while five will spend “less,” 
“considerably less,” “30% less,” “10%-15% of 1951,” 
and “20%-25% of 1951.” 

Events of the past three or four months have forced 
four companies to revise their 1952 profit estimates 
downward. Only one company foresees any improve- 
ment over 1951 figures—both before and after taxes: 
“We expect substantially better profits in 1952, both 
before and after taxes, than we had in 1951. This is 
due to the fact our profits in 1951 were unsatisfac- 
tory, because a large share of our business in that 
year had been sold prior to Korea.” One manufac- 
turer anticipates gross and net profits comparable to 
those of 1951, “due to our favorable excess-profits tax 
base credit and the increment that we will have 
thereon for the current year.” Four companies, on the 
other hand, expect lower gross and net profits. Be- 
fore taxes, profits will be “lower,” “less,” down 10%, 
and down 25%-30%. After taxes, the picture is much 
the same—“lower,” “less,” down 15%-18%, and down 


15%-20%. 


Industrial Machinery—General 


Companies producing industrial machinery for gen- 
eral use are now less optimistic about the 1952 sales 
picture than they were at the end of last year. Seven 
out of eleven reporting companies indicate that they 
have lowered their sights for this year, while only one 
sees the year more favorably. Three have not changed 
their predictions since December. 

Comparing billings for 1952 and 1951, four manu- 
facturers expect increases of 5%, 30%, 50% and 50%. 
One of the latter, a producer of materials-handling 
equipment points out: 


“Many of the large mass producers are preparing for a 
period of intense competition, and this means that they are 
equipping themselves with the most modern and efficient 
facilities. This makes for a very active period for our firm. 
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As a matter of fact, we have the heaviest backlog of sub- 
stantial inquiries that we have had since the end of the 
war. 


Two companies, on the other hand, see little differ- 
ence between billings in the two years, while five 
anticipate decreases of 10%, 10%, 10%-15%, 10%- 
20%, and 30%. 

Backlogs of the general machinery producers are 
varied. Five companies report drops on their unfilled 
orders since January 1. ‘The falls were “slight,” 
“small,” 8%, 30%, and 40%. Backlogs of four com- 
panies are unchanged, and three manufacturers re- 
port increases ranging from “slightly more” and 
“higher” to “heavy.” The outlook is for “high” and 
“heavy” backlogs in two companies, and reductions 
amounting to “a gradual decline from present levels,” 
“a slight decline,” “some falling off,” 10%, and 15%- 
20% in five others. 

Inventories are considered heavy in six of ten re- 
porting companies. The remaining four indicate that 
they are satisfied with their current inventory situ- 
ations, although, in one company, “in some specifica- 
tions of steel our inventories are short.” 

Eight of nine reporting companies have made no 
change in their capital-expenditure programs for the 
year. Only one company has altered its plans, so 
that it now intends to spend 40% less than originally 
budgeted. Five companies are planning to spend 
more during 1952 than in 1951, while the expenditures 
of four more will be approximately the same as last 
year. 

Four companies have changed their forecasts on 
1952 profits since the end of last year. In all cases, 
the forecasts have been revised downward. As one 
company pointed out: “This is due to increased costs 
of materials, inexperienced labor, higher taxes, and 
the fact that competition and price regulations are 
keeping selling prices low.” 

Before taxes, two companies expect rises on profits, 
amounting to 5% and 40% over the 1951 figures. Four 
companies see little change in gross profits, while 
three expect them to be lower—one by 35%. After 
taxes, the picture is different. The same two com- 
panies expect rises in profits—of 5% and 10% over 
the 1951 amounts. However, only one sees profits 
unchanged from 1951, and six believe that net profits 
in 1952 will be lower than those of last year. 


Industrial Machinery—Specialized 


Although seven of the eleven specialized industrial 
machinery companies now look upon this year’s book- 
ings less favorably than they did last December, the 
industry still expects 1952 to produce more sales 
than 1951. But the companies feel that they are en- 
tering a period of intensive competition which will 
require a great deal of “selling” in order to move 
their products. A manufacturer of construction 


equipment points out: “We have gone from an atti- 
tude of sitting back and producing to the extent of 
allocations and striving for more allocations to an 
attitude that we must get out and sell.” And another 
executive says: 


“Recent observations show that prices being quoted on 
the tailor-made engineered type of contracts, made to meet 
specific requirements and functions, are definitely lower 
and more competitively sought after.” 


In addition, producers of specialized equipment for 
the textile industry have a two-fold problem: 


“The textile depression is world-wide; and we are not 
making any prognostications, as we feel that plans must 
be made on a day-to-day basis so far as our industry 1s 
concerned. As export sales are particularly important to 
our company, and the German industry with which we 
compete is fully rehabilitated, we cannot generate any en- 
thusiasm for long-range prospects in this phase of our 
business.” 


Only two of the eleven companies are more opti- 
mistic about 1952 now than they were in December. 
One company says its sales picture is now “more 
favorable,” and the other says the bookings situation 
is “18% better than at the end of last year.” 

As to expectations for the year, six companies look 
for sales in 1952 to exceed those of 1951, one sees no 
change, and three see less sales than last year. The 
companies that expect to do better than last year look 
for increases of “some slight amount,” 8%, 10%, 15%, 
25%, and “a substantial increase due to our billings 
in defense business.” The expected drops in sales from 
the 1951 levels for three companies will be on the 
order of 15%, 25% and 25%. 

Backlogs for the industry are “lower” in four com- 
panies, down 10%, 15%, and 30% in three others, 
“steady” in two, and “increased” over the January 
level in one. The outlook for future backlogs is “poor” 
in four of the five companies reporting. The fifth re- 
ports no change. 

Inventories for the industry as a whole are mixed. 
Three manufacturers report that theirs are excessive 
—in one case because of “the fact that we are a small 
company but manufacture a large number of different 
models of machines. Our inventory as compared with 
current production and sales is not appreciably more 
excessive than in other years, however.” And another 
reports: 


“Inventories of certain finished steel products are too 
high—they were built up by recent receipts which came in 
too fast. We have canceled some steel products (cold-rolled 
steel) ordered for our inventory.” 


Six other companies rate their inventories as “satis- 
factory” although one company reports: 


“While our inventories are satisfactory at present, we 
will be short unless cutbacks in second quarter allotments 
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for civilian products are restored. We are at a loss to un- 
derstand Washington philosophy on the cutbacks, since it 
is now evident that a more than adequate supply of all 
materials exists; at least enough to increase, rather than 
cut back, present allotment levels.” 


But, on the other hand, other manufacturers feel 
that their inventories are on the high side of satis- 
factory: “Our current inventories are about right, but 
we would not want to see them go much higher at the 
current rate of sales.” Two companies indicate that 
their present inventories are short. 

Capital expenditure plans of the specialized indus- 
trial-machinery manufacturers have not been changed 
since the beginning of the year in nine of ten com- 
panies. The one alteration involved “a modest defer- 
ment because of current demands for working capital.” 

Five of eleven reporting companies expect their 
1952 capital expenditures to approximate those of 
1951. In three cases they will exceed those of last 
year—in one company by 300%. And in three cases 
they will be less—one manufacturer reporting a drop 
of 50%. 

The outlook for profits has been altered in the past 
three months for six of ten cooperators, with an even 
mixture of improvements and worsening in view. 

Profits before taxes for 1952 are expected to be 
“higher” in three companies, “the same” in two, and 
“less than 1951” in five. After taxes the picture is 
similar. Two companies expect the 1952 figures to 
exceed those of 1951, four see no change, and five ex- 
pect a dip from last year’s level. An executive of a 
printing-machinery manufacturer sums up his com- 
pany’s profits picture this way: 


“While the profit outlook has not changed during the 
last quarter, it still looks like a much lower profit picture 
for 1952. Before taxes, we are affected by two situations: 
(1) a continued squeeze because of higher costs, and un- 
changed prices because of ceiling levels; (2) lower profit 
prospects on defense work after renegotiation. After taxes 
have been subtracted, the increased tax rates will tend to 
reduce profits further. We expect that our light increase in 
volume will in no way compensate for these reductions.” 


Instruments and Controls 


Instruments and controls manufacturers are far 
from pessimistic about sales for the current year. But, 
in spite of that fact, almost every company expects a 
drop in net profits from the 1951 figure. 

Four of the nine reporting companies have revised 
their 1952 anticipated sales figures upward since the 
end of last year. In three other instances, the current 
outlook for sales is unchanged from that which was 
foreseen in December; and in two cases the companies 
expect less favorable 1952 sales figures than were 
contemplated four months ago. 

Higher sales than in 1951 are expected in eight of 
the nine cooperating companies. The one company 
which expects a drop in 1952 expects it to be in the 
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magnitude of 5%. Those companies expecting rises 
report that 1952 sales will be “slightly higher,” 
“higher,” “high,” “substantially higher,” “greatly in- 
creased,” and increased by 10%, 12%, and 50% over 
1951. One company accounts for its expected increase 
as follows: 


“We anticipate an increase in sales for 1952 of approxi- 
mately 50%. To a great degree, however, not only is this 
related to the defense program, but also to specific prod- 
ucts which were in the design and tooling stage during 1951 
and on which sales will be realized in 1952.” 


And another points out: 


“We contemplate an increase in sales in 1952 of approxi- 
mately 10% as compared to 1951. However, of more re- 
cent date, this increase could be somewhat larger if the 
present trend continues beyond the next thirty to sixty 
days.” 


Backlogs for the industry are “higher than in Janu- 
ary” in three companies, “somewhat higher” in one, 
“appreciably higher” in another and “one third 
higher” in still another. Two companies reported no 
change in backlogs since the beginning of the year. 
No decreases in backlogs were recorded. The outlook 
is for continuing high backlogs in five companies. Two, 
however, expect drops. “We have a feeling that, since 
shipments will tend to increase, the backlog at the 
end of the year will be lower, in view of the fact that 
we do not think government purchases will continue 
at the present level.” 

Inventories are “satisfactory” in six companies, 
and “excessive due to unbalance” in two: 


“Our inventories are not excessive from the viewpoint of 
advance buying on our part, but they are too large due to 
the fact that an unbalanced condition has developed. There 
have been delays in tooling programs, and inventories 
have accumulated in the interim. Also, certain components 
of a very essential nature have been in short supply, and 
this has caused accumulation of other inventories. This 
accumulation of inventories will continue for several months 
until the shortages of these important components can be 
cleared through bringing in new manufacturing sources, 
now likewise in the tooling stage.” 


Capital expenditures in 1952 will be in the same 
order of magnitude as in 1951 for three companies. 
Two others will spend more: “We are adding about 
30% more facilities. This capital expenditure will be 
substantially greater than last year, since then our 
expenditure was for ‘wear out’ replacement only and 
a few additional machines.” And two will spend less: 
“Capital expenditure for this year will be about one 
third of what it was last year. We are rounding out 
the program started over two years ago and should 
see its completion before the year-end.” 

The profit picture has deteriorated since December 
for four of five reporting companies. One executive 
states: “The profit margin on our product has steadily 
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declined over the past two or three years. Notwith- 
standing a recent approval from OPS for a price in- 
crease of 3.9% for the industry, the margin is still well 
below the standard which should exist, and there is no 
indication of improvement at this time.” 

And another anticipates “the possibility that prices 
may have to be reduced before the end of the year— 
which, of course, would adversely affect the compari- 
son with 1951 profits.” 

Before taxes, two companies expect higher profits 
than in 1951 while six expect declines. After taxes, 
one company expects no change, while six look for de- 
clines, ranging up to 34% less than the 1951 figure. 
An executive of one of the larger companies in the 
group points out, however: 


“In general we can’t deny that 1952 business volume 
still looks very good by any normal standards. Even if a 
fundamental change in trend is at last now developing, 
after almost two years of war-induced boom, nevertheless 
totals for 1952 will be very good. At the same time, the 
pattern of distribution of our sales has changed markedly 
during the past year. Our purely civilian business has al- 
ready experienced a significant shrinkage, which is likely 
to become still more marked during the balance of the 
year. We are increasingly dependent on business directly 
connected with the present defense effort in maintaining 
our present high total sales volume. It cannot be disputed 
that present business conditions are dependent on govern- 
ment defense spending policies to an abnormal degree.” 


Machine Tools 


Largely because of the defense cutback, the sales 
outlook for 1952 in the machine-tool industry has not 
improved since the end of last year. Only one com- 
pany finds the current picture more encouraging than 
last December. Four other companies, on the other 
hand, see little change in their outlook for 1952, while 
five have revised their estimates downward. But 
there is a great deal of uncertainty evident in the out- 
look for the industry. Depending upon “what happens 
in Washington,” the picture for the industry could 
change almost overnight. 


“We in the machine-tool business are so controlled by 
government regulations that our thinking and planning 
must all be based upon our ability to foresee the actions 
that will be taken in Washington. There still continues 
the threat of a major conflict, which could immediately 
change our entire picture. The economy drive being made 
by Congress can also materially affect our picture. The 
final solution of the Korean conflict can have a drastic 
effect on the operating conditions of the company. These 
are but a few of the conditions that are under the control 
of the Federal Government, but which will play a tremen- 
dous part in the business available for this company.” 


* * * 
“Our sales picture is so completely submerged to the 


dictate of government controls that it is difficult to pro- 
phesy what will happen in 1952.” 


But some companies expect any slack in the de- 
fense effort to be taken up by civilian orders: 


“There has been no great change in the sales outlook 
for this year since last December. The defense ‘stretchout’ 
will certainly result in less of our product being consumed 
for defense work. This will probably be counterbalanced 
by increased production in the civilian area of our econ- 
omy.” 


With these uncertainties in mind, machine-tool ex- 
ecutives have generally predicted lower sales in 1952 
than in 1951. One report is for “lower” sales. An- 
other predicts a drop of 10%-15%. Other expected 
declines are 25%, 50%, and 50%. And one executive 
states: “The 1952 volume of sales, based on current 
receipts of new orders, will not reach more than 40% 
of that realized during last year.” 

All is not pessimism, however. One company ex- 
pects the same sales in 1952 as in 1951, and three look 
for increases—‘“slight” in one case, “25%-30%” in 
another, and “very nearly double because of expanded 
production” in a third. 

Backlogs are down in five companies, owing, in two 
instances, to increased production and shipments. 
Four manufacturers report no change in backlogs 
since January 1, and three report increases. The out- 
look is for a drop in unfilled orders, according to the 
five companies providing this information. 


“Shipments have now begun to exceed new orders each 
month, and should result in a substantial trimming of 
backlogs during 1952. In the machine-tool industry, where 
backlogs have been too great, this is a healthy situation, 
as it will reduce deliveries to a more sensible figure.” 


Inventories, according to cooperating executives, 
are high in five companies, satisfactory in three, but 
short in one: 


“Unless we can increase our number of employees and 
efficiency, an increased inventory is unlikely. Our present 
inventory situation is definitely short.” 


cate has * 


“Our inventories are proportionately higher than for 
any normal period. While the supply situation has eased 
in many lines, it is still extremely difficult in many things 
that we have to buy.” 


* * * 


“Qur backlog is such that we are still striving, in ac- 
cordance with the wishes of the Federal Government, to 
greatly increase our output. This means that we must build 
up our inventories before we can increase our sales. This 
process has been going on now for some twelve months, 
and may have to continue for two or three months more. 
Then we will definitely have to reach our peak in order to 
reduce our inventories.” 


Six of the ten machine-tool companies expect to 
spend more on capital equipment this year than last, 
and only two have recently revised their expenditure 


BUSINESS RECORD 


¥ t 


programs. As one machine-tool executive explains it: 


“The machine-tool industry in general has made no basic 
alteration of capital improvement and expansion programs 
since the beginning of the year, and much of the proposed 
expansion will take place during 1952. Since machine tools 
are needed to manufacture more machine tools, our indus- 
try’s long deliveries have delayed our own expansion plans 
originally set up about twelve to eighteen months ago. 
It therefore follows that actual cash outlays for capital 
goods by the machine-tool industry this year will be great- 
er than a year ago, as deliveries are made on their required 
additional equipment.” 


The reported planned expenditures are as follows: 
“exceed 1951”—four companies;—“40% greater than 
in 1951”—one company; “triple 1951”—one company. 

Three companies, on the other hand, will spend less, 
while one will spend about the same as in 1951. 

The profit outlook for 1951 has changed since De- 
cember in only two companies, and has deteriorated 
in both. Before taxes, six companies expect higher 
profits than in 1951, and four lower. One sees no 
change. After taxes, only two see higher profits. And 
both of these will result from price increases: “During 
1951, many machine-tool builders were caught with 
extremely low prices by the Office of Price Stabiliza- 
tion, and many of these prices were established in 
1948. The OPS did not grant us relief until the last 
quarter of the year, and this is currently being re- 
flected in our earnings. Our percentage of profit on 
shipments for 1952 should be slightly higher than for 
1951.” 

Renegotiation is the bugaboo of the machine-tool 
makers. As one executive puts it, “We have yet to 
take into consideration the effects of renegotiation, 
which, if not handled realistically, could very easily 
cause net profits, after taxes and renegotiation, to be 
lower than any of the recent lower-volume years, 
despite the fact that we are all working harder, in- 
creasing the risk on our capital, and manufacturing 
ourselves out of future sales.” And another executive 
makes this plea: 


“The bearing renegotiation will have on the actual profit 
left to the company is most difficult to ascertain. We sin- 
cerely hope the Renegotiation Board will recognize the 
fact, so clearly proved after World War II, that the ma- 
chine-tool business in time of war or defense preparation 
sells itself out of the market for several years after the 
preparedness program has been completed. We need to be 
left a sizable portion of the profits in these expanded 
years in order to weather the storm in the poor years that 
are bound to come.” 


Nonferrous Metals 

The sales picture for 1952 is now less favorable in 
the nonferrous metals industry than it was in Decem- 
ber of last year, according to the five executives pro- 
viding information on the subject. And sales for the 
year are expected to be down 5%-10%, 10%, 10%, 
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and 10%-15% in four of the five companies reporting. 
The fifth, a bronze works, states: “Basically, our 
business is considerably off. Up until March 1 of this 
year, we had been operating on a 48-hour week. We 
are now down to about a 35-hour week.” 

Backlogs are the same as they were on January 1 
in three companies, and down in the other two. And 
the outlook for future backlogs is indefinite in the 
one company which would hazard a guess: 


“Our backlogs compare favorably with those on hand 
on January 1; in fact, there is an increase in unfilled orders 
from defense business received for delivery some months 
ahead. Our production of materials for direct and indirect 
defense purposes will be heavier through the balance of 
the year, but the needs and demands of the trade for 
civilian purposes are indeterminate. Customers are becom- 
ing inventory conscious and no longer willing to take in 
materials regardless of time or quantity. Our sales are re- 
stricted because of controls over metals and, in particular, 
the tightness of copper.” 


Inventories are satisfactory in four companies, al- 
though they border on the high side in one, and on the 
low side in the other. In the fifth company they are 
definitely short: “Our present inventories pertaining 
to metals, raw and in process, have been depleted 
through a steady process of reduction month after 
month during 1951 to an irreducible point. Our in- 
ventories are entirely inadequate for flexible and con- 
tinuous operation. Repeated delays and shutdowns, 
for lack of metals, are the order of the day.” 

Present capital-expenditure plans are unchanged 
from what they were on January 1. One company ex- 
pects to spend an amount “equal to last year’s figure,” 
while another will spend “less.” A third manufac- 
turer has “a sizable program approved and planned, 
and we would expect to spend considerably more than 
we did in 1951. Deliveries on machinery and equip- 
ment, particularly electrical equipment, however, are 
very slow, and our expenditures during the year will 
depend on how fast we can bring our construction jobs 
to completion.” 

The profits outlook has dimmed for three of the five 
nonferrous metals companies. And all five expect 
profits to be lower than in 1951, both before and after 
taxes. 


Office Equipment 


There has been little change in the sales picture for 
the office equipment industry since last December. 
One of the three reporting companies finds the cur- 
rent reading “a little more favorable,” while another 
says that the picture “does not appear to be too much 
different.” The third does not give an indication. 
The outlook for the year is that sales for the group 
will rise by 2%-5% in one company and 5% in an- 
other. They will drop 20% in the third, although “our 
over-all picture, including defense work, will probably 
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allow us to produce a volume in dollars and cents that 
will be approximately the same or perhaps a little 
greater than we produced in 1951.” 

Backlogs for the industry were reported as “not 
of much consequence,” “the same as January 1,” and 
“slightly lower than January 1.” No increase in back- 
logs was foreseen. 

Inventories are slightly on the heavy side: 


“We anticipate that we will reduce our inventory posi- 
tion slightly by the year’s end. However, we do noi feel 
that our present inventories are excessive, in the light of 
current busines volume. Conversely, we would not like 
our inventories to rise, in view of the many uncertainties 
as to the long-range trend of business.” 


Capital expenditures in all three reporting com- 
panies will be up considerably over those of 1951, 
due to addition to plant. None of the companies 
has altered its expansion plans since the first of the 
year. 

The profits outlook has changed in two of the three 
companies since December. In one instance, the 
picture has become more optimistic; in the other, more 
gloomy. One company expects to increase 1951’s gross 
profit by 10%, because of increased sales. A second 
company points out: “We are having some difficulty 
maintaining our profits margin in view of frozen prices 
and increasing wage costs. However, we expect our 
profits, before and after taxes, to be slightly better 
in 1952 than in 1951. With the excess-profits tax at 
82%, there is no possibility that our profits will be 
substantially better after taxes, in spite of anything 
we may be able to do on a pretax basis.” And the 
third office-equipment manufacturer says that “our 
profits will be considerably less than they were last 
year, both before and after taxes.” 


Railroad Equipment 


The sales picture for 1952 for the railroad equip- 
ment industry is currently less favorable than in De- 
cember of last year in three of seven cooperating 
companies. Three other manufacturers have seen no 
change take place, while one did not report. When 
comparing estimated sales for 1952 with the 1951 
figures, only one company expects an increase— 
amounting to 5%-10%. One company anticipates 
sales equaling those of 1951; while three others antici- 
pate decreases of 10%, 10%, and 20%. One of the 
latter points out: “We have had a number of defer- 
ments in delivery dates, many ostensibly due to short- 
age of steel in the hands of the car builders, which 
may or may not be a continuing reason for curtail- 
ment of their operations.” 

Current backlogs in the industry are mixed, when 
compared with the January 1 level. Two companies 
report increases of 5%, two report no change, and 
three report “decreased” backlogs. The outlook for 
future backlogs is “fair” for one manufacturer, “fur- 


ther reductions in view” for two, and “very gloomy” 
for a fourth. Inventories are “satisfactory” for four 
railroad equipment producers, and “excessive” for 
two. 

Current business conditions have forced three of 
the seven companies to curtail their capital-expendi- 
ture program. One executive says: “We have cur- 
tailed the purchase of capital assets for the time being, 
although a quantity of equipment ordered last year 
is still to be received in 1952.” And most of the re- 
maining four companies had planned on small 1952 
capital-expenditure programs originally. 

Expenditures for the industry in 1952 will be “less,” 
“50% of 1951 figure,” “one half of 1951,” and “down 
20%” in four companies, and “the same as 1951” in 
a fifth. Two manufacturers report that they will 
spend more in 1952 than in 1951—5%-107% in one 
instance, and 11% in the other. 

The outlook for profits has darkened since Decem- 
ber, according to four of the seven companies, ow- 
ing in one instance to the “labor situation.” 

Before taxes, four of the group expect profits to be 
lower than in 1951, two the same—and one higher, 
“on account of the increased production of govern- 
ment materials.” After taxes the picture is similar. 
One company expects “a small increase,’ one expects 
“no change over 1951,” and four anticipate lower 
profits in 1952 than they achieved last year. 


Steel 


Only one company in the steel industry has up- 
graded its 1952 expected bookings figure since Decem- 
ber of last year. And in this instance, the more favor- 
able picture is due primarily to internal situations in 
competing companies: 


“Expansion of capacity in the steel industry should put 
us in the position where steel will no longer be in the very 
tight supply it has been for the last four years. We had 
looked for some pressure to be relieved as this expansion 
came in, and had anticipated that our shipments would 
drop 10% to 15% by the fourth quarter. However, due to 
delays that we understand other companies are encounter- 
ing in completing expansion programs, and due to some 
relaxation of controls indicated, we have now evaluated 
our operating rate upward.” 


Of the other four companies in the group, two have 
not changed their opinions about 1952 since Decem- 
ber, and two have become more pessimistic. 

When comparing expected sales in 1952 with actual 
sales in 1951, the story is a bit different. Two com- 
panies expect “somewhat better” results, two expect 
sales “equal to those of 1951,” and only one antici- 
pates a drop, amounting to “5%-10% of the 1951 
figures.” 

Backlogs for the industry are equal to those in 
evidence on January 1 in four of the five companies 
reporting. In the fifth, “backlogs have been on the 
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decline since January 1. Greater sales effort is re- 
quired in most divisions.” 

Inventories are “satisfactory” for four of the five 
steel companies, but one hastens to add: “Present in- 
ventories would be regarded as normal and satisfac- 
tory in tonnage. Pricewise, they scare us when we 
compare them with the same tonnages in the past.” 
The fifth company claims that “even in view of a 
need for more sales effort to move our output, our 
inventories of finished goods at the mill are not con- 
sidered to be adequate yet.” 

None of the companies has altered or deferred its 
capital outlay program since the beginning of 1952. 
Two companies will spend more in 1952 than in 1951 
—357% more in one case, and “many times greater 
than last year due to the completion of work already 
under way” in the other. Two companies will spend 
one third less this year than last. , 

Because of developments on the labor front, the 
steel industry in general was unable to predict 1952 
profits with any accuracy. However, one company 
did indicate that its profits after taxes in 1952 “will 
be 10%-15% less than our profit after taxes in 1951.” 
Other comments follow: 


“Profits before taxes are being chiseled away in small 
bites. The proposed wage adjustment for the steel indus- 
try (retroactive to January 1) will be more than a ‘chisel.’ 
Based on increased taxes alone, our profits after taxes 
would be down 25% from those of a year ago. Taking 
everything together, our net is currently running about 
two thirds of last year’s profits. We may better this com- 
parison within the next few months.” 


* * * 


“The threatened steel strike and the possibility of a 
major wage increase without compensating price increase 
are unknowns in our estimates. We do recognize, however, 
that out of our margin between sales and manufacturing 
costs we will have a much greater charge for rapid amor- 
tization than we had in 1951.” 


NONMETAL INDUSTRIES 


Apparel 


Sales for 1952 will be more favorable than was an- 
ticipated last December, according to two of the 
three apparel manufacturers. And both of these com- 
panies expect to exceed last year’s sales—in one 
instance by 20%. As one executive points out: 


“The sales picture in our particular company looks better 
for 1952 than 1951, because our 9,500 retail accounts are 
becoming more liquid and are in a better position to buy 
than they were a year ago, at which time they had excess- 
ive inventories. At the same time, on the pessimistic side, 
we believe that we will sell less of our higher-priced items 
in which there was a greater margin of profit.” 


The third apparel company is not pessimistic, 
points out that the sales outlook for 1952 is “very 
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uncertain because of the general retail situation. Janu- 
ary and February were reasonably good; March, not 
so good. Right now, if we equal last year, while 
we won't be happy, we may have to be satisfied.” 

Backlogs are the same as on January 1 for one com- 
pany and “considerably increased” in another. The 
third company “never has a backlog—all of our goods 
are individually designed and custom made.” 

Inventories, in the two companies that carry them, 
are “excessive” in one instance and “short” in the 
second: “Our inventories are still excessive, although 
the picture is improving daily. We do not anticipate a 
corrected inventory picture until January 1, 1953, by 
which time we should have worked out of most of 
our excess.” “Our present inventories are short at 
this time, and it is necessary that we devote consider- 
able overtime to catching up.” 

Capital expenditures for the industry will be ap- 
proximately the same as last year. There has been 
no change in plans in the past few months. 

Nor has there been an alteration in the profit out- 
look recently. In two companies, profits before and 
after taxes will be the same as in 1951. In the third: 
“We definitely expect 1952 profits before taxes to be 
in excess of those of 1951. However, after taxes, the 
profits should be about the same as last year.” This 
company goes on to point out: 


“In our industry, we are considerably handicapped by 
OPS regulations, although none of our products is selling 
anywhere near ceiling prices. The clerical and adminis- 
trative work necessary to maintain OPS records is both 
burdensome and totally unnecessary, and we are looking 
forward to the time when such controls will be abolished.” 


Building Materials 


“Primarily due to some relaxation on construction 
approvals in Washington,” six of ten building-mate- 
rials manufacturers now expect to book more orders 
in 1952 than was anticipated in December of last 
year. Two other companies have not seen any change 
in prospects for this year since the end of 1951, while 
the remaining two expect that 1952 will produce 
fewer new orders than they had hoped for last De- 
cember. 

Three of the ten building-materials producers ex- 
pect to exceed 1951 sales this year—by 10%, 10%, 
and 15%. Three others expect to equal last year’s 
sales, while four predict that they will be below last 
year’s figures—by 5%, 10%, 10%, and 25%. 

Backlogs in the industry are generally good. In 
only two instances are backlogs down from the 
January 1 level, and in both cases the reporting ex- 
ecutives state that “because of the seasonal factor, 
this is normal in our business.” In the other eight 
companies, backlogs are reported as “higher” in three 
instances, “somewhat higher” in two, “substantially 
greater” in one, and up by 27% and 30% respectively 
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in the final two. The outlook is for continuing good 
backlogs in all seven companies reporting. One execu- 
tive elaborates on his company’s backlog situation: 
“Order files, typically, have increased from four weeks 
to possibly an average of seven weeks. Actually, the 
order file could be longer than that, but we do not 
wish to have longer order files. The outlook continues 
strong, but perhaps on a basis of maintaining a pres- 
ent plateau.” 

Six of ten building-materials companies consider 
their present inventories satisfactory in view of their 
current sales and backlog pictures. In three instances, 
however, they are excessive—“as high as we can 
possibly carry them” in one case. In the tenth com- 
pany, “our present inventories are poorly balanced 
because of continuing shortages in certain types of 
steel. Our supply of other types is slightly excessive.” 

Current conditions have not affected capital expan- 
sion programs in seven of ten reporting companies. 
In these instances, plans laid for improvements dur- 
ing the year are being carried out as scheduled, al- 
though in one company “two projects that had been 
held up have now been given the green light again.” 
In the three cases where changes have been effected, 
one was for a “moderate increase” and two were for 
“slight reductions” in planned expenditures. 

Expenditures for the industry generally will be 
equal to or below the 1951 figures. Only one com- 
pany expects an increase, amounting to 50%. Four 
companies report that they will spend “about the 
same” in 1952 as in 1951 on capital expansion and 
improvements, four will spend “less than in 1951,” 
and one “$300,000 less.” Two executives attribute 


their curtailed expansion programs to the effects of 
taxes: 


“The present tax situation discourages undertaking ad- 
ditional important expansion which demand for our prod- 
ucts might otherwise justify.” 


we th wy 


“Present tax rates make it practically impossible to 
continue the growth of the company, and to replace worn- 
out and obsolete production facilities.” 


The outlook on profits in 1952 has improved since 
the end of last year in two companies, and deterio- 
rated in three others. Four have seen no recent 
change in the profit picture. One of the executives 
who have revised estimates downward since Decem- 
ber attributes this change to the effects of “substan- 
tial increases in wages and fringe benefits which must 
be granted this spring to prevent widespread strikes 
in our industry.” 

Summarizing the profits outlook, before taxes, for 
the industry, two companies expect that 1952 profits 
will be higher than in 1951, one expects the same this 
year as last, and seven expect lower profits than in 
1951. The reported comparisons are “better,” “higher,” 


“no change,” and “lower,” “lower,” “less,” “slightly 
less,” “down 10%,” “down 10%,” and “down 10%- 
15%.” 

Only one company expects that its profits, after 
taxes, will be better than in 1951. Two expect “the 
same,” and six anticipate “lower,” “lower,” “less,” 
“slightly less,” “5% less,” and “15%-20% less” profits. 


Chemicals 


As a group, the chemical industry has not had occa- 
sion to change its estimate of 1952 sales from that de- 
veloped late last year. Six of the eight companies re- 
porting indicate that events of the past few months 
have not affected their anticipated results for 1952. 
In only two instances have revisions of the Decem- 
ber predictions been made, and both these companies 
now see less sales in 1952 than they had previously. 
The president of one of these organizations attributes 
the drop in his company’s sales to competition and 
overproduction: 


“The pipe lines evidently are more full than anybody 
realized. The whole country obviously underestimated the 
terrific production capacity of American industry once 
again.” 

The same two companies which have revised their 
1952 estimates downward are the only two in the 
industry which feel their sales in 1952 will not exceed 

those of 1951. In one case a 20% drop from the 
1951 figure is anticipated, while the other company 
expects that it will fall below 1951 by 8% or 9%. 

On the other hand, five of the remaining six com- 
panies expect to better 1951 sales, by “a slight 
amount,” 3%, 5%, 12% and 15%. The remaining 
company expects sales in 1952 to equal those of 1951. 

Backlogs for the industry are mixed. Two com- 
panies report their backlogs as “favorable,” two as 
“low,” and one as “up 5%,” when compared with the 
January 1 level. The remaining chemical manufac- 
turers point out that they do not compile lists of un- 
filled orders. Only one company commented upon the 
outlook for backlogs: “Our backlogs will probably 
shrink during the year, but they are more than ade- 
quate, in the aggregate, to keep us busy throughout 
the year.” And inventories are considered “satisfac- 
tory” in all eight companies, although they are “on 
the high side” in two. 

None of the chemical manufacturers has deemed it 
necessary to alter its capital expenditure plans since 
last December. And the industry is evenly split on 
whether it will spend more or less on expansion and 
improvements this year than last. Three companies 
report that 1952 expenditures will exceed those of 
1951, two look for little difference between the two 
years, and three will spend less than in 1951. 

The outlook for profits in 1951 has deteriorated in 
three companies since the end of last year. In the 
other five companies, however, there has been no 
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change. One executive points out that “the profits 
outlook has not changed in the past three months, 
but, in view of labor difficulties and other current 
problems created by the government, we are begin- 
ning to wonder about the 1952 outlook.” 

Before taxes, profits are expected to be “higher,” 
“more,” and “better” than in 1951 in three companies, 
“the same” in two others, and down 5% and 50% in 
two more. After taxes, none of the chemicals manu- 
facturers expects to better the 1951 figure. Profits 
will be “the same as 1951” in four cases, and “lower,” 


“off 7%,” “down 5%-6%,” and “50% less” in five 
others. 


Food 


The 1952 sales picture has not changed since De- 
cember of last year in seven of the fourteen food com- 
panies cooperating in this survey. As one executive 
points out: “Retail prices on a few food items are de- 
clining, but not enough to have any serious effect on 
sales.” 

However, three concerns report that they have 
raised their sights for the year, while four now ex- 
pect less sales for 1952 than they originally antici- 
pated. The president of one of the less optimistic 
companies—manufacturing specialty food items—re- 
ports: “The raw materials we use are too high priced. 
As a result, the finished products are met with con- 
sumer resistance.” 

Regardless of the current pessimism in a few of 
the companies, however, seven of the fourteen coop- 
erators expect 1952 sales to exceed those of 1951—by 
“slight” amounts in two companies, 5% in three, 
10% in one, and $50 million in another. Three com- 
panies look for no change over the 1951 figures, while 
three expect drops of 5%-10%, 6%, and 15% over 
the year. One company did not report. 

Inventories in the industry are “satisfactory,” sub- 
ject to seasonal factors, in eight of nine companies re- 
porting, although two state that they are being 
“watched closely.” In the ninth food company, in- 
ventories are short. Backlogs are not a factor in this 
industry. 

Nine of eleven reporting food companies indicate 
that they have made no change in their capital-ex- 
penditure programs since the end of last year. In the 
two cases where there were revisions, one was in an 
upward direction, the other was revised downward. 

Expenditures on expansion and improvements will 
be substantially less in the industry this year than 
last. Seven companies report that their 1952 pro- 
grams are smaller than those of 1951. Reported de- 
creases included one of 40%-50%, one of 50%, and 
one of “considerably less scope than last year.” Four 
food producers report that 1952 expenditures will be 
of the same magnitude as in 1951, while only one ex- 
pects “a moderate increase” over last year’s figure. 
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The outlook on profits for the industry has dark- 
ened since December in three of the eight companies 
reporting, while a fourth is more optimistic. The re- 
maining four see no cause to change their previous 
estimates. 

Before taxes, six companies expect to better 1951’s 
profit figure, while five expect to equal it. Only one 
company foresees gross profits lower than in 1951. 
After taxes, however, the picture changes. Three 
companies expect 1952 to be “better than 1951,” and 
two “slightly better.” On the other hand, four expect 
1952 to yield the same net profit as 1951, while four 
will fall below the 1951 level. One of the companies 
expecting higher gross and net profits attributes it 
to the fact that “we hope to get rid of OPS restric- 
tions and be able to merchandise freely for much of 
the remainder of the year.” And another executive 
comments: 


“The greatest single factor in food-industry profits in 
the coming year will be commodity price fluctuations. 
There are conflicting signs. Federal programs establish 
floors and ceilings for domestic commodities which are not 
common to imported commodities. On the other hand, 
there are few, if any, indications of an overbought condi- 
tion in imported commodities. The food demands of the 
consumer appear well-founded on a broader distribution of 
income. His purchases are likely to continue at a steady 
pace, since he does not appear to have hoarded or over- 
stocked his pantry.” 


Leather and Leather Products 


The sales outlook for 1952 has deteriorated since 
December, according to four of the seven cooperat- 
ing companies. Only two leather processors are more 
optimistic at the present time than they were at the 
end of last year. And one company reports no change” 
in its outlook for 1952. 

Five out of seven companies now expect 1952 
sales to fall short of the level attained in 1951. The 
expected declines are 5%, 10%, 15%, 20%, and 30%. 
One company expects to equal last year’s results, and 
another company points out: 


“We estimate that sales for the first six months will 
exceed those of 1951. It is extremely difficult to forecast 
sales for the last six months. With great emphasis placed 
on sales, however, we are disposed at this time to feel that 
in the last six months they will approximately equal those 
of 1951.” 


Backlogs are at a seasonal low for two of the leather 
processors, and are the same as the January level in 
three others. In one company, a glove manufacturer: 


“We do not have any backlogs. Our customers, who are 
primarily retailers, are working with materially smaller in- 
ventories and on a hand-to-mouth basis. It appears that 
they will continue this policy and work on even a closer 
margin, if it’s possible without serious interference with 
the flow of merchandise to them to cover their sales re- 
quirements.” 
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The outlook is for declining backlogs in two com- 
panies, and is “reasonably good” in the third of three 
cases reported. Inventories are “satisfactory” in four 
companies, and “short” in another. The latter re- 
ports, however, that: “This has been our policy for 
the past six or seven months, and we are not depart- 
ing from it.” The sixth company, a shoe manufacturer, 
indicates: “The most important part of the inventory, 
representing two thirds of our volume, is very low. 
The other inventory, representing the other third of 
our volume, is about 10% too high.” 

Capital expenditures are not of great account in 
the leather goods industry at the present time. Few 
1952 expenditures were called for at the beginning 
of the year, and none of the cooperating companies 
has departed from this policy. One executive states: 


“We have had an expansion program before us for some 
time, but have felt that the time for implementing it has 
not been right. We have no plans for expanding our manu- 
facturing facilities. Our plans do embrace the opening of 
additional channels of distribution.” 


In summary, five companies will spend about the 
same in 1952 as in 1951, one will spend “less,” and one 
“about 30% of last year’s figure.” 

The profits outlook has changed materially in only 
one of the eight reporting companies. This leather 
glove manufacturer states: 


“The profits outlook has changed substantially in the 
past three months, and it appears that in some lines we 
will work on the lowest margin of profit in our history. 
Competitively, we are compelled to sell these products for 
less, although labor costs are higher and material costs 
about the same. Our industry is currently overproduced, 
which has a demoralizing effect on price structure. Also, 
retailers are endeavoring to operate on lower inventories. 
This means substantially higher costs to manufacturers in 
our industry, since it will be important to maintain a 
steady productive pattern.” 


Profits before taxes are expected to be lower than 
in 1951 in five companies, and “the same” in two. 
After taxes, profits will be lower in six instances, and 
the same as 1951 in one. The latter company indi- 
cates: “We expect 1952 profits to be as good as they 
were in 1951, for we do not believe there will be such 
a selloff in the price of our materials, thus costing us 


so substantially in inventory losses, as occurred in 
1951.” 


Mining 

Two of the five mining companies cooperating in 
this survey report that they feel that the sales picture 
for 1952 is now more favorable than it was in Decem- 
ber of last year. On the other hand, one feels that 
prospects are not so good as anticipated at the end 
of 1951, owing to “rising costs of material and labor.” 


And two companies have seen no change in their sales 
picture for this year. 


Only one of the mining organizations expects to 
produce better results this year than last—‘“‘a 20% 
increase in dollar volume.” Three others expect 1952 
to be on a par with 1951, and one “anticipates a 
slightly lower sales volume.” 

Backlogs have not changed from the January 1 
level in three instances, and are “shrinking” from that 
level in a fourth. The fifth company, a hard-coal 
producer has this to say about backlogs in his in- 
dustry: “As to backlogs, we have no such thing. The 
only time we have anything resembling a backlog is 
during the coal-burning season, when weather is 
excessively cold and the transportation is crippled and 
deliveries cannot be effected.” 

Inventories are considered adequate by four com- 
panies in the mining industry. The fifth company, 
producing limestone, states: 


“Although our present inventories are at a maximum, 
there are indications that they will be completely exhausted 
by late fall, which will be satisfactory, as we will again 
build up inventories in winter months in accordance with 
our practices of long standing.” 


Only one company has altered its capital expendi- 
ture plans since the end of 1951. This producer “has 
decided to proceed with the development” of a new 
source of its product. Capital expenditures for 1952 
are expected to be about four and one half times those 
for 1951 in this case. In other companies, expendi- 
tures will be the same as 1951 in three instances, and 
35% of those of 1951 in a fourth. 

The outlook for profits is generally “gloomy,” as 
one executive puts it. Both before and after taxes, 
four out of the five companies expect lower profits. 
And the fifth expects that “1952 profits will compare 
favorably with those for 1951.” 

An anthracite executive discusses profits in his 
industry: 


“Our profit outlook has been hurt. somewhat by the es- 
tablishment of too great a reduction in the spring discount 
process by certain companies which the other companies 
will necessarily have to follow. With a decline in distribu- 
tion, the profit outlook in the second and third quarters 
will not be good. In fact, many of the companies in the 


anthracite industry will be operating during those periods 
at a loss.” 


Paper and Paper Products 


Six of the ten paper and paper products companies 
report that current prospects for 1952 sales are less 
favorable than they seemed to be at the close of 1951. 
However, in three cases, the drop has been “slight,” 
and in only one instance has the picture “dimmed con- 
siderably.” On the other hand, two paper companies 
report that the outlook has improved since December, 
and two have noticed no change in the outlook for 
this year. 


It is evident, however, that 1952 will not produce 
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so great a sales volume as 1951. In fact six of nine 
reporting companies anticipate drops from the 1951 
level, ranging from “a small decrease” to “less than 
1%o,” 5 Yo-Yo 8%-10%, 10%-12% and “20% below 

Only two companies look for more sales in 1952 
than in 1951—amounting to 5% in one instance, and 
“an increase in our 1952 sales as compared with 1951 
due entirely to increased defense volume” in the other. 
One company expects its sales in 1952 to be approxi- 
mately the same as in 1951. 


Backlogs are lower than on January 1 in four com- 
panies, but most expect a rise in the next few months. 


“Current backlogs are between 10% and 15% lower than 
on January 1, and current receipts are declining slightly, 
but we think that this is a temporary problem, and that 
we should show some improvement over the current situ- 
ation.” 


And in two instances, backlogs are higher than the 
level of January 1, due in one case “entirely to de- 
fense-order bookings.” An executive of the second 
company enjoying higher backlogs comments: “Cur- 
rent backlogs are considerably higher than those on 
hand on January 1. We expect receipts to increase for 
the balance of the year, and the backlog to follow the 
normal pattern during the summer months, decreas- 
ing to present levels by the end of the year.” 

Five of nine reporting companies indicate that their 
inventories are “satisfactory,” but two feel that “they 
demand very careful control to keep them from rising 
too rapidly.” And three companies state that their 
stocks are high: “Because of the current slackened 
buying, our present inventories are larger than nor- 
mal, but we do not yet consider them unwieldy.” In 
one instance, they are purposely held at a high level: 


“Inventories are a little high, but in view of unsettled 
world conditions we are not inclined to cut to the bone.” 


The change in conditions since January has forced 
four of nine cooperators to revise downward their 
capital-expenditure program for the year. In one case, 
the change “was not highly significant.” In another, 
the plans have been “curtailed somewhat.” In a 
third company, expenditures have been “substantially 
reduced.” And a fourth company reports: 


“Recently, with the somewhat altered outlook—particu- 
larly from the profits standpoint—we have screened our 
initial proposals embodied in the budget of a year ago; and 
in all likelihood our program will be extended over a longer 
period of time than initially contemplated.” 


Expenditures for the year are expected to be the 
same as in 1951 in three companies, and less in five— 
with reductions of 50%, 50%, and 25% reported. 
One company indicates, however, that “we will spend 
a little more than in 1951.” 

Profits are expected to be lower throughout the 
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industry in 1952. And there has been no change in 
this feeling since January. Only one company of the 
ten reporting expects a rise in gross profits, but, 
“owing to increased tax rates, the profit after taxes 
will be less.” After-tax drops of 30% and 65% from 
the 1951 level are foreseen. One executive explains: 


“The profit outlook is less favorable than it was three 
or four months ago. While we have increased some prices 
that were below ceilings, it has been necessary to reduce 
others. Beyond this, expenditures for promotion will un- 
questionably increase, and the continuation of high taxes 
will not permit any betterment in results in the next fiscal 
year. While we shall be in the excess-profits tax bracket for 
our current fiscal year, our excess-profits tax base for the 
coming year will be higher based on retained profits, and I 
am quite sure we will not be so far in the excess-profits tax 
brackets as during the current year. In other words, I 
anticipate a decline in profit both before and after taxes.” 


And another complains: “Profits at the present time 
are a memory of the past and something to be hoped 
for in the future.” 


Petroleum! 


The outlook for dollar sales in 1952 has not changed 
since last December, according to five of eight petro- 
leum refiners. On the other hand, two companies in- 
dicate that the picture is “now more favorable than 
at the end of last year,” and one reports that “we are 
slightly less optimistic than we were in December.” 

Despite the split opinion about the current sales 
outlook, none of the companies expects 1952 dollar 
sales to fall below the 1951 figure. Three refiners ex- 
pect the two years to be comparable, although one 
mentions the effects of probable price reductions: 


“We expect a volume increase of 4% or 5% in terms of 
units. While this volume increase may result in dollar sales 
in 1952 over 1951, we feel that competitive conditions may 
result in some price reductions. At the present time, the 
effect of these reductions does not appear to be enough to 
reduce 1952 dollar sales below those of 1951.” 


Four companies forecast that 1952 will bring a 
higher dollar volume than 1951, with 5% increases 
mentioned in two instances, and a 3%-4% gain 
foreseen in one. The controller of a large oil com- 
pany points out: “For all products the increase in 
volume is expected to be approximately six per cent 
for 1952 vs. 1951. The dollar increase is expected to 
be somewhat less than the volume sales increase per- 
centagewise.” 

Inventories are regarded as satisfactory throughout 
the industry, although in one instance they are 
“slightly on the high side,” and in another at “near 
minimum levels.” 

"“4Forecasts for the petroleum industry were submitted to Tur 
ConrereNce Boarp before the strike of petroleum workers had 


commenced early in May. Presumably this walkout will radically 
affect many companies’ outlook for the year. 
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Capital-expenditure programs have been altered in 
only two of the eight companies since the end of 
1951. In both cases, the changes represent minor up- 
ward revisions—a “modest increase” in one case, and 
“an increase of 214%” in the other. 

Seven of the eight oil refiners expect to spend more 
on improvements and expansion in 1952 than in 1951. 
And the eighth will spend an amount equal to last 
year’s figure. In one instance, the 1952 amount “will 
be almost double that of 1951. The reason for this is 
that large amounts will be spent on projects author- 
ized prior to 1952.” In another, the increase will be 
in the order of 10%-20%. In a third company: 


“Construction materials will not be so tight as last year; 
and, as a result, our anticipated dollar expenditures for 
1952 have increased to a level 25% above that of 1951.” 


And in a fourth: “Capital expenditures during 1952 
are expected to be greater than in 1951, provided 
materials and capital are available in required 
amounts. Increasing demands for petroleum prod- 
ucts and current near-minimum inventories of crude 
and products will stimulate drilling activity in 1952, 
to the extent that tubular goods are available and 
operations are profitable at the then-current crude 
prices. Additional refinery capacity, particularly sec- 
ondary processing capacity for the manufacture of 
aviation gasoline and special components, is sched- 
uled for West Coast refineries through 1952.” 

Since the beginning of the year, the profit outlook 
has worsened for two of the cooperating companies. 
Despite that fact, the industry is the only group 
among the survey cooperators which expects to pro- 
duce higher net profits in 1952 than in 1951. 

Before taxes, five of seven companies expect profits 
to exceed the 1951 figure. The increase will range from 
“slightly higher” to “5%-10% more than in 1951.” 
One company expects gross profits to equal the 1951 
results, and a seventh anticipates a 10% drop from 
the 1951 level. 

After taxes, four of seven companies expect more 
profits in 1952 than last year. The reported increases 
are “a probable slight gain,” “greater than in 1951,” 
“5% higher after taxes,” and “slightly higher in 1952 
than in 1951.” 

On the other hand, three companies anticipate 
drops from the 1951 net profit level: “We expect 
profits, both before and after taxes, to be in the range 
zero to 20% less than in 1951, with the most likely 
figure based on current figures about 10% less.” “In- 
creased wage rates, without compensating increases 
in product prices, would reduce profits and likely cur- 
tail scheduled expansion. Net profits after taxes are 
expected to be less than the 1951 earnings.” And the 
third comments: 


“For the year 1952 as a whole, earnings before taxes may 
be somewhat higher, but, after taxes, 1952 profits may be 


off by perhaps 10%. In general, the business outlook holds 
many uncertainties which might, in turn, have their effect 
on the oil industry and our company. In our budget and 
other planning, we have made an effort to be conservative 
in our thinking, in order that the company would be in a 
strong financial and operating position in case there should 
be a decline in general business activity.” 


Rubber 


One of three cooperating rubber-products manufac- 
turers reports that “the sales picture for 1952 is now 
about the same as it was last December.” A second 
company did not report on this question, while the 
third, a large tire manufacturer indicates: 


“In the first quarter of this year, the industry shipped 
for replacement 16% more passenger tires and tubes than 
in the first quarter of last year; and on truck tires the units 
were approximately the same for the first quarter of this 
year as compared to the first quarter of last year. Par- 
ticularly in truck tires, there has been a tendency to buy 
from hand. to mouth during the past month or two, because 
of an expected decrease in tire prices, due to lower natural 
and synthetic rubber prices.” 


The three companies are evenly divided when com- 
paring anticipated sales in 1952 with the achieved 
result of 1951. One company says the two years’ sales 
will be “equal.” Another indicates a “decrease of ap- 
proximately 4%,” and the third expects “a rise in 
dollar volume of 5% and in tonnage of 10%.” 

Backlogs for the group are at the same level as 
they were in January, and the outlook in one company 
is for “approximately the same volume due to a large 
percentage of government business which will run 
one third of our total.” An executive of a second rub- 
ber-products manufacturer has this to say about the 
outlook for the rest of the year: 


“We expect record second- and third-quarter sales of 
tires and other rubber products, and, as a result, are now 
running full production six days a week—for example, the 
new vehicle outlook has improved considerably over a few 
months ago for both passenger and truck vehicles. The 
hoarding that went on after Korea has come out of the 
basements during 1951. Shipments of passenger tires, for 
example, are expected to increase from 3314 million units 
in 1951 to about 45 million in 1952.” 


Inventories are considered “satisfactory” by all 
three companies: “Inventories of finished products 
are now back to the pre-Korea level after hitting an 
all-time low a year ago, due to scare buying after 
Korea and a second wave during the first few months 
of 1951.” 

Capital expansion programs are unchanged since 
the end of 1952 in two of the three companies. One 
of these organizations expects to equal last year’s ex- 
penditures, while the second will spend 25% more this 
year than in 1951. The third company reports: 
“Capital investment and expansion have been in- 
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creased since the first of the year, on the basis that to 
build new buildings and acquire new machinery takes 
at least two years from today. So our plans are look- 
ing forward to 1954, wheh we expect a continued 
growth in the use of rubber for all products, includ- 
ing new uses.” 

Profits, both gross and net, are expected to be down 
from the 1951 levels in all three companies report- 
ing—due in one instance to “higher taxes, coupled 
with a probable decline in selling prices.” 


Stone, Clay and Glass 


To most companies producing stone, clay and glass 
products, the current sales picture for 1952 is less 
favorable than it was last December, and four of 
six reporting executives now expect lower sales this 
year than last. 

Only one company—a large glass producer—indi- 
cates that its sales forecast is more optimistic now 
than in December—by 3%. Two companies have seen 
no change since the end of 1951, and four have seen 
the outlook decline in the past few months. One 
executive reports: 


“As far as we are concerned, the future looks unpre- 
dictable, but we don’t like the looks of it. In the midst of 
many inflationary influences, we have an overproduction of 
many classes of goods.” 


Sales in 1952 are expected to be lower than in 1951 
in four companies by “5%,” “7%-10%.” “712%,” and 
“Q0%-257, if the year should continue as the first 
three months indicate.” One company expects sales 
to be the same this year as last, and one, producing 
refractories, looks for an increase of “25% over the 
1951 level.” 


Backlogs are below the January 1 figure in four 
companies, “the same” in another, and slightly higher 
in the sixth, “owing to the increased production sched- 
ules recently put into effect in the automobile in- 
dustry.” The backlog outlook is uncertain. One com- 
pany reports it is “steady,” one says it is “declining,” 
and one says: “We should like to think that the out- 
look is brighter but, frankly, we are quite at a loss to 
picture the market for the remainder of the year.” 
Inventories are reported as “satisfactory” in two com: 
panies, and “excessive” in two. 

Only two of six cooperating companies have al- 
tered their capital expenditure programs since the 
beginning of the year. In one case, “our capital ex- 
penditure plans are influenced by entering new fields 
of activity, as well as by normal expansion.” In the 
other: 


“Since the beginning of the year we have increased com- 
mitments for capital improvement and expansion. Includ- 
ing carry-overs on uncompleted commitments made in 
1951, plus new commitments for 1952, our expenditures for 
capital improvements this year will be about four times 
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those of 1951. This, however, is due to slowness in com- 
pleting commitments made in 1951. If only new commit- 
ments are considered, our expenditures for capital improve- 
ments in 1952 are about half what they would have been 
in 1951.” 


This trend toward greater expenditures in 1952 is 
not unusual in the industry. Other reported increases 
over the 1951 figures are 10%, 50%, and 100%. Two 
companies, on the other hand, report they will spend 
“somewhat less” in 1952 than in 1951. 

The outlook for profits for the industry is that they 
will fall below the 1951 figures both before and after 
taxes in most companies. One company reports an 
18% drop in gross profits, but a 15% rise in net profits, 
because of “a combination of factors involving differ- 
ences between book income and taxable income and 
the amount of income subject to excess-profits taxes in 
the two years.” Another reports “greater gross, but 
less net.” A third expects “substantial increases both 
before and after taxes.” But four companies expect 
declines in both categories, amounting, in one case, 
to 25% before taxes and 20% after. 


Textiles 


Comments of the thirteen cooperating textile com- 
panies indicate that the industry is still in the throes 
of its slump. The sales outlook for the year is neither 
more nor less encouraging now than it was at the end 
of 1951. While four executives have revised their 
1952 sales estimates upward from the December level, 
three have become more pessimistic. And three have 
seen no change in the past few months. As a Canadian 
executive put it: 


“Our opinion of the outlook for 1952 has changed little, 
as (1) the market continues to be exceedingly competi- 
tive, resulting in prices which in many instances are below 
cost; (2) imports from foreign countries are at prices which 
this industry cannot reasonably meet; (3) the consumer is 
still looking for bargains and in no mood to buy; (4) re- 
tail inventories are still too high for comfort, though they 
are being worked down to more reasonable levels than 
existed four or five months ago.” 


Sales are expected to be lower in 1952 than in 
1951 in seven of eleven reporting companies. The 
expected declines are “considerable,” “some,” 5%- 
10%, 10%, “10%-15% largely because of the price 
decline,” 15%-20%, and 50% in the case of a woolen 
and worsted manufacturer. In one instance, sales in 
1952 are expected to equal those in 1951, while two 
companies report that 1952 should be “a little better” 
and “up between 5% and 10% over 1951.” 

Backlogs are at the January 1 level in five of eleven 
reporting textile companies. In one case, they have 
risen $2,400,000, but in five others they have fallen 
since the beginning of the year so that they are now 
off 33%, 40%-50%, and 50% in three instances. One 
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company reports that “our backlog of orders has 
fallen off considerably, and now we are running on a 
hand-to-mouth basis, with some layoff of our work- 
ing force.” ; 

The outlook is somewhat more encouraging on 
backlogs, however. While one company reports that 
the future is “unpredictable,” three others are cau- 
tiously optimistic: “There are indications, however, 
that bookings for fall might improve this position;” 
and “the backlog of orders has not changed materially 
since January 1, but, as incoming orders have ex- 
ceeded shipments for the past six months, we antici- 
pate improvement in backlogs.” And one company 
says: “We feel the outlook is very good.” 

Inventories are considered “satisfactory” in six 
textile companies, although one company points out: 


“Our present inventories are not excessive, but unless 
sales improve, further curtailment of manufacturing will 
be required to keep inventories in line.” 


And in five companies, inventories are “excessive — 
“20%-25% too heavy, and being brought down by 
the ‘stop purchases’ procedure” in one case and 
“30%-40% too high” in another. A third company 
reports: 


“Our inventories are heavier than we would like to have 
them, even though there has been some reduction from the 
highest inventory levels five or six months ago. Over all, 
the reduction of our own stocks, coupled with reduced in- 
ventories in the hands of customers, does mean that the 
inventory picture has undoubtedly improved during the 
last six months.” 


The industry is keeping its capital expenditures 
to a minimum this year, and this represents no 
change in viewpoint since last December. Only one 
company expects to spend more on expansion and 
improvements this year than last: “Our total capi- 
tal expenditures for 1952 will probably exceed those 
for 1951 only because of the acquisition of two new 
mill properties within the past year.” The rest will 
spend less: “We have no plans for capital invest- 
ments this year other than replacement of machines 
which have outlived their usefulness.” 

The outlook for profits has changed little in the tex- 
tile industry since the end of last year. And only 
two companies now expect 1952 profits to exceed 
those of 1951. In one case, they are expected to be 
“far greater this year than last.” In the other: “We 
do expect 1952 profits to be better than 1951 profits 
both before and after taxes. This seems to be a fairly 
safe prediction because of the poor profit results for 
the year 1951.” But seven other companies look for 
further drops from the low levels of 1951. Two com- 
panies expect to suffer losses over the year, while three 
others look for “very little, if any, profit.” An execu- 
tive of one company says: 


“Qur industry has been in a more serious depression than 


during the 1930’s. The curtailment of buying by consum- 
ers started prior to Korea. Conditions were further com- 
plicated by two speculative buying waves after Korea and 
after the Chinese entered the conflict, creating excessive 
inventories, which will be gradually eliminated through 
curtailment of manufacturing operations. However, the 
price structure is about on a break-even basis, and it will 
take a substantial change in buying psychology to bring 
prices back to the full cost basis.” 


And another makes this point: 


“There is little or no profit on our sales at the present 
time, and I take a rather dim view of what the profits 
might be for 1952. Before business gets very much better 
there has to be a meeting of minds as to what is a legiti- 
mate price for not only the goods we manufacture but 
also for most all goods that are manufactured throughout 
the country.” 

Matcoum C. NEUHOFF 
G. CLark THompson 
Division of Business Practices 
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level of last year, with prospects for a considerable reduction 
in exports of new crops in the last half of the year.” 


Prices 


American Federation of Labor (Labor's Monthly Survey, 
released May 8)—“‘A deflationary trend in wholesale prices 
has checked the rise in living costs at least temporarily. . . . 
With the price rise checked, the consumer price index will 
probably stay about where it is through May or June. 


Farm Sector 


Bureau of Agricultural Economics (Farm Income Situation, 
released May 5)—“Farmers’ net income in 1952 is expected 
to be about the same as or somewhat smaller than the $14.9 
billion they realized last year. Gross farm income, which was 
14% higher in 1951 than the year before, seems to be leveling 
off, with lower average prices largely offsetting increased 
output. On the other hand, farm production expenses, which 
rose 12% last year, are still rising, though at a considerably 
slower rate. This combination indicates a small decline in 
this year’s net income. . . . Any decline in farmers’ net income 
is likely to be fully reflected in their purchasing power, since 
prices paid by farmers for commodities they use for family 
living probably will average at least as high as last year. 
In fact, the purchasing power of farmers’ total net income 
this year may turn out to be from 3% to 5% lower than in 
1951 and lower than in any of the previous years except 1950.” 


Bureau of Agricultural Economics (Livestock and Meat 
Situation, released May 8)—‘‘Meat production in the next 
few months promises to continue well above the small pro- 
duction of the same time last year. The increase over 1951 
will narrow later in 1952, when there will be more beef than 
last year but less pork.” 
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